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THE GERMAN TRANSFER PROBLEM 


THE Dawes Committee divided the problem of the payment 
of German Reparations into two parts—into the Budgetary 
Problem of extracting the necessary sums of money out of the 
pockets of the German people and paying them to the account 
of the Agent-General, and the Transfer Problem of converting 
the German money so received into foreign currency. 

As time has gone on, opinion has become even more sharply 
divided than it was on the question whether this dichotomy has 
theoretical and practical significance. The view has been widely 
expressed that the Transfer Problem is of quite secondary 
importance and that, so long as the Budgetary Problem is solved, 
the Transfer Problem will, in the main, solve itself. The following 
note is directed to a theoretical discussion of this issue. 

Those who think that the Transfer Problem is secondary 
argue thus. The German people receives its income in return 
for its current output of goods and services. If an appropriate 
part of this income is sequestrated, there will be no buyers for a 
corresponding amount of goods, which will therefore be available 
(in addition to what would be available otherwise) to expand 
exports or in diminution of imports. Since not all the con- 
sumption of goods and services, which the German people are 
compelled to forgo, is suitable for export, there will have to be 
a certain amount of change-over in the character of production. 
There is, however, no reason to suppose that ordinary economic 
forces will not bring this about within a reasonable space of time. 
Thus—according to this school—the real question is, how much 
cash can the German Government raise by sound financial 
methods and pay over to the Agent-General. Once this is 
settled, we can be sure that a way will be found of looking after 
the Transfer Problem. 

Now J do not doubt that there are sets of premisses from 
which this conclusion follows. For example, there is one very | 
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simple set from which it obviously follows. For let us suppose that 
the German factors of production produce nothing but exports 
and consume nothing but imports ; in this case it is evident that 
there is only a Budgetary Problem and no Transfer Problem ;— 
or rather the Transfer Problem is removed from the shoulders of 
Germany and becomes a problem as between the recipients of 
reparation and the countries from which Germany previously 
drew her imports. 

But, on the other hand, if we suppose that Germany is already 
exporting all the goods which she has facilities for producing on 
any terms on which the rest of the world will buy them—suppose, 
for example, that, not so unlike Russia to-day, her exports are 
limited to caviare and platinum, of which the output cannot be 
increased—then the Transfer Problem is paramount and, indeed, 
insoluble. Or, again, let us suppose that, whilst, as before, Ger- 
many’s exports are limited to caviare and platinum, she is, this time, 
in a position to increase their output, but unfortunately the demand 
of the rest of the world for these articles has an elasticity of less 
than unity. In this case the more she exports, the smaller will 
be the aggregate proceeds. Again the Transfer Problem will be 
a hopeless business. 

The first question to consider is, therefore, a question of fact 
—whereabouts between the two extremes exemplified above is 
present-day Germany situated? In other words, our first 
question is, whether there exists an ideal distribution of Germany’s 
factors of production as between different uses which, if it could 
be arranged, would solve the Transfer Problem ? 

When this question has been dealt with, there remains a second 
question,—How completely and by what train of causation is the 
machinery of the Dawes scheme capable of bringing about this 
ideal distribution ? 


I 


(1) If £1 is taken from you and given to me and I choose to 
increase my consumption of precisely the same goods as those 
of which you are compelled to diminish yours, there is no Transfer 
Problem. Those who minimise the question of transfer seem 
sometimes to imply that the above is a fair representation of 
the present facts. To the extent that high taxation causes 
German consumers to buy less foreign goods, it is a fair repre- 
sentation. But clearly only a proportion of their abstention 
from consuming will be in respect of foreign goods, and, so far 
as one can judge at present, not a very large proportion. More- 
over, the German balance of trade already has most of the benefit 
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of this, inasmuch as individual Germans are already paying 
enough, or nearly enough, taxes to solve the Budgetary Problem, 
and are, therefore, already reducing their personal consumption 
to the requisite extent. 

(2) For the last two or three years the Transfer Problem has 
been temporarily solved by Germany borrowing abroad for capital 
purposes at home, cash which she does not bring home in the 
shape of imports. She has been using this cash to buy back 
from the Agent-General the proceeds of taxes paid over to him, 
out of which she then pays the wages of German workmen 
employed on capital improvements within Germany. Clearly this 
process of borrowing from abroad cannot go on indefinitely. 
When it comes to an end, it will be necessary to divert the labour 
which it now employs to producing for export. 

Thus it will not be—in the main—a question of reducing 
German consumption. In so far as the Budgetary Problem has 
been already solved, the necessary reduction.of consumption is 
already effective. When the foreign borrowing comes to an end, 
it will be a question, not of reducing current consumption in 
Germany, but of transferring labour from capital works in 
Germany to the export trades. Only in so far as additional 
savings within Germany take the place in future of foreign loans 
will there be any surplus of resources which were previously 
directed to supplying German consumers. On the other hand, 
where the output of capital improvements, financed by foreign loans 
is not in an exportable form (and much of it will not be in such a 
form), the diversion of production out of other employments into 
the export trades (or to produce goods previously imported) will 
have to be on a greater scale than is required by the payment of 
Reparations alone, since it will be necessary to provide also for 
the interest on the foreign loans. 

(3) I conclude, therefore, that the solution of the Transfer 
Problem must come about, in the main, not by the release to 
foreign consumers of goods now consumed by Germans (e.g. 
wheat, sugar, cotton), but by the diversion of German factors of 
production from other employments into the export industries." 

(4) Now, what prevents Germany from having a greater 
volume of exports at the present time? Is it that the export 
trades cannot attract more labour at the present level of remunera- 
tion? Or is it that they cannot sell an increased output at a 
profit unless they can first reduce their costs of production? The 
available facts seem to indicate that the first, namely, inadequate 


1 For brevity, I include in these in what follows the production of goods 
previously imported. P 
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supplies of labour at the present rates of remuneration, plays 
little or no part, and that the second is the real explanation. 

That is to say, the solution of the Transfer Problem requires 
a reduction of German gold-costs of production relatively to such 
costselsewhere. There are three ways of bringing this about. Either 
German industrialists must increase their efficiency faster than 
industrialists elsewhere; or the rate of interest in Germany must 
be lower than elsewhere; or the gold-rates of efficiency-wages 
must be reduced compared with elsewhere. Since German indus- 
trialists are reputed to be already at a fairly high level of effi- 
ciency relatively to those of other countries, I do not know why 
we should assume that they will outstrip us yet further. For 
it is not enough that they should increase their efficiency (that 
they will doubtless do); they must increase it faster than others 
increase their efficiency. Nor is there any prospect of relatively 
cheap money for Germany; though there may be some future 
gain from a fall of German interest rates below their present high 
level. It follows that the Transfer Problem requires a reduction 
in the present gold-rates of efficiency-wages in Germany relatively 
to efficiency-wages elsewhere. 

That is the first point to establish. The expenditure of the 
German people must be reduced, not only by the amount of the 
reparation-taxes which they must pay out of their earnings, but 
also by a reduction in their gold-rate of earnings below what they 
would otherwise be. That is to say, there are two problems, 
and not—as those maintain who belittle the difficulties of transfer 
—one problem. Indeed, a short way of putting the case is this. 
The Transfer Problem consists in reducing the gold-rate of 
efficiency-earnings of the German factors of production sufficiently 
to enable them to increase their exports to an adequate aggregate 
total; the Budgetary Problem consists in extracting out of these 
reduced money-earnings a sufficient amount of reparation-taxes. 
The Budgetary Problem depends on the wealth and prosperity of 
the German people; the T'ransfer Problem on the competitive 
position of her industries on the international market. 

(5) If x is the percentage by which German efficiency-wages in 
terms of gold have to be reduced in order to develop an excess of 
exports sufficient to pay for Reparations, z—we may say—is the 
measure of the gravity of the Transfer Problem. 

So far we have no experience to guide us as to the value of x. 
Nor shall we, so long as the Reparations payments are provided 
by borrowing abroad. It is quite certain that this must come 
to an end some day. But when, no one can say. Meanwhile 
the new Committee, now sitting in Paris, has very little more 
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- evidence to guide it as to the value of x than the Dawes Committee 
had five years ago. 

In round figures German exports (including deliveries in kind) 
now stand at about £600,000,000 per annum. It looks—again 
in round figures—as if their excess over imports would have to 
increase by about £150,000,000 (perhaps even by £200,000,000) 
in order to balance the account without borrowing. Since German 
industry is largely dependent upon foreign sources for raw 
materials, this means a still larger increase in the gross figure of 
exports. The Agent-General concludes that Germany must look 
mainly to an increase in her exports of finished goods, which 
came to a total of £434,000,000 last year. Very roughly, there- 
fore, Germany has to increase the value of her exports of finished 
goods by (say) 40 per cent. It is a formidable task. 

Now, a reduction in the money-rate of efficiency-wages does 
not help her, and may injure her, in the following cases : 

(i) Where the output, eg. personal services or - buildings, 
cannot be exported anyhow; 

(ii) Where the world’s demand for Germany’s goods has an 
elasticity of less than unity, i.e. where a reduction in price 
stimulates demand less than in proportion, so that the greater 
quantity sells for a less aggregate sum ; 

(iii) Where Germany’s foreign competitors fight to retain 
their present trade connections by reducing their own rates of 
wages pari passu ; 

(iv) Where Germany’s foreign customers, reluctant to allow 
this more intensive competition with their home producers, meet 
it by raising their tariffs. 

Moreover, if a reduction in price of 10 per cent. stimulates the 
volume of trade by 20 per cent., this does not increase the value 
of the exports by 20 per cent., but only by 8 per cent. (1:20 x 
90 = 108). 

Two points should be noted in passing. The reduction in 
real wages would be by no means so large as the reduction in 
money-wages, since the prices of home-goods for home consump- 
tion might be expected to fall.1 It does not follow, however, that 
it would be any the easier to reduce money-wages, as we have 
found in this country in the last four years. On the other hand, 
such reduction in real wages as does occur may reduce efficiency, 
in which case a still greater reduction in money-wages per head 
would be necessary to secure a given reduction in efficiency-wages. 


1 For the reverse phenomenon see the figures quoted on the next page, from 
which it appears that the recent increase in money-wages has caused the cost of 
living to rise by more than half the amount of the increase in money-wages. 
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In the light of these considerations, what reduction in the 
money-rates of German wages will be required to increase German 
exports of finished goods by 40 per cent.? I do not venture to 
guess—except that I should expect it to be substantial. Only 
those who believe that the foreign demand for German exports is 
very elastic, so that a trifling reduction in German prices will do 
what is required, are justified in holding that the Transfer Problem 
is of no great significance apart from the Budgetary Problem. 

My own view is that at a given time the economic structure of 
a country, in relation to the economic structures of its neighbours, 
permits of a certain “ natural” level of exports, and that arbi- 
trarily to effect a material alteration of this level by deliberate 
devices is extremely difficult. Historically, the volume of foreign 
investment has tended, I think, to adjust itself—at least to a 
certain extent—to the balance of trade, rather than the other way 
round, the former being the sensitive and the latter the insensi- 
tive factor. In the case of German Reparations, on the other 
hand, we are trying to fix the volume of foreign remittance and 
compel the balance of trade to adjust itself thereto. Those who 
see no difficulty in this—like those who saw no difficulty in Great 
Britain’s return to the gold standard—are applying the theory 
of liquids to what is, if not a solid, at least a sticky mass with 
strong internal resistances. 

Meanwhile—so far from a start having been made in reducing 
wages—the breathing space allowed by foreign borrowing has 
weakened Germany’s competitive position by allowing German 
wages to rise again from the very depressed position which they 
occupied in 1924 after the Great Inflation. Mr. Parker Gilbert 
reckons that money-wages in Germany have risen by 40 per 
cent. since 1924 and real wages by 23 per cent., with the result 
that real-wages are now estimated at 8 per cent. higher than they 
were before the war. 


II 


Thus the Transfer Problem involves a reduction of x per cent. 
in the rates of gold-wages in Germany relatively to rates else- 
where, the value of x being determined by the factors outlined 
above. The next question is—How does the Dawes scheme 
propose to bring about this reduction of wages? The answer is 
that it makes almost no contribution to the solution of this problem. 

The easiest method would be to allow the exchange value of 
the German mark to fall by the amount required to give the 
necessary bounty to exports and then to resist any agitation to 
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raise money-wages. But it is precisely this method which the 
Dawes scheme’s device of “ transfer protection ” expressly forbids. 
Nor—as I read the Dawes scheme—is there any compulsory 
deflation when the “ transfer protection ” comes into play and 
the proceeds of the reparation-taxes accumulate within Germany, 
since these proceeds are to be invested in the short-loan market. 

If, however, we suppose that, by agreement with the 
Reichsbank, deflation is enforced, how will this help? Only 
if, by curtailing the activity of business, it throws men out 
of work, so that, when a sufficient number of millions are out 
of work, they will then accept the requisite reduction of their 
money-wages. Whether this is politically and humanly feasible 
is another matter. Moreover, an attempt by foreign financiers 
to withdraw some part of their vast short-term loans to the 
German Money Market, estimated at £300,000,000, might be a 
by-product of a violent political and economic struggle aimed 
at the reduction of wages in the interests of foreign creditors. 


The comfort of Germany’s position under the Dawes scheme 
is this. The surplus, furnished by exports and foreign loans, 
will be duly remitted up to the amount of the annuity. 
But if in any year exports and foreign loans fail to furnish 
a sufficient surplus—and the mere fact that the annuity has 
been collected by taxation is no guarantee whatever that this 
surplus will be sufficient—then the Dawes scheme provides no 
effective means of pressure to increase the surplus. One may 
assume, therefore, that the German Government will be extra- 
ordinarily reluctant to forgo “ transfer protection ’—at any rate 
until there is more evidence than exists at present as to the amount 
of the surplus which exports left to themselves are likely to furnish. 

But the retention of “ transfer protection” may be desirable 
from other points of view than Germany’s. Addressing the 
shareholders of Barclay’s Bank last January, Mr. F.C. Goodenough 
said :—‘‘ It will be of great importance that the amount to be 
fixed should be not only acceptable to the Allies, but such as 
will obviate, as far as possible, forcing Germany into excessive 
industrial competition with the rest of the world through com- 
pelling her people to accept too low a standard of living.” If 
Mr. Goodenough is right, some measure of “ transfer protection ” 


should be retained. 
J. M. Keynes 


King’s College, 
Cambridge. 


A NEW STUDY OF BRITISH FOREIGN INVESTMENTS 


Part I 


My close association with the National Savings Movement is a 
sufficient explanation of my keen desire to arrive at some reliable 
statistics regarding any subject connected with the real savings 
of the nation. I have made many attempts in this connection 
to investigate the savings put into new loans, but have always 
been balked by the fact that, though there were available certain 
statistics of the amount of capital which this country lends abroad 
each year, there appeared to be no reliable figures of the amounts 
which were repaid to investors by the operation of sinking funds 
and on maturity of loans either at home or abroad. It is clear 
that sinking funds and maturity payments of our overseas invest- 
ments must be deducted when attempting to estimate our yearly 
investment in this form of security. In regard to domestic 
issues the situation differs in that we ourselves provide the funds 
required for these purposes. 

I therefore set out a year ago to try to make good what seemed 
to me to be a bad gap in our national statistics. This necessitated 
an inquiry into the amount of repayment in any one year of capital 
formerly lent both abroad and at home, in order to ascertain 
the receipts from the operation of sinking funds and maturity 
repayments of foreign and domestic loans. Owing to the very 
generous manner in which some sixty banks and several hundreds 
of companies have placed material at my disposal, I have been 
able to obtain what I believe to be, within the limits of the data 
available, statistics regarding these receipts. Apart from the 
effort of Sir G. Paish before the war to investigate our income 
from overseas investments, an attempt of this nature does not 
seem to have been made before. There were, therefore, no rules 
or preconceived procedure for carrying out the inquiry, and the 
present results are in the nature of pioneer results, and as such 
are to be regarded as a first approximation to the facts. It is 
hoped, if co-operation can be secured, to continue the investigation 
periodically, and to arrive at more accurate figures as better 
methods of conducting the inquiry are devised with experience 
gained. 
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It was only natural that when once the inquiry was started 
it led to a rather wider consideration of the problem than was 
originally intended, and the figures which follow and the deduc- 
tions which are made from them cover this rather wider field, 
and will probably not escape criticism. 

In the first instance, I had intended all material that is included 
in the following pages for my own personal use and that of the 
bankers and others who had so kindly helped me in my work, 
but since I spoke at the meeting of the City Savings Association, 
at the Mansion House in May 1928, where I referred to the 
provisional results of my investigations, I have received so many 
requests for complete details that I have decided to put the final 
figures in print, so that they should be available for the general 
public. 

In collating these statistics I have had the advantage of the 
services of Mr. P. Holmes, B.Sc. (Econ.), a former student of the 
London School of Economics. 

No doubt readers will find this report somewhat lengthy 
owing to the inclusion of the accumulation of additional material 
already mentioned. It seemed to me, however, that the full 
results of the work should be published, since they include in 
ready and collected form much which has up to now been scattered 
and much which is new. 


Score OF THE INQUIRY 


The inquiry undertaken covered the receipts in England 
from the operation of sinking funds and maturity payments of 
foreign Government, State and Municipal loans, and the capital 
arrangements of British companies operating abroad and at 
home for specified years, but did not include certain ‘“‘ private ” 
receipts, inter alia those from private English companies operating 
abroad and from private or individual investment by inhabitants 
of the British Isles in foreign stocks and bonds. In brief, the 
statistics cover all the investments dealt with in the Stock 
Exchange Official Intelligence for 1926 with the following 
exceptions : 

American Railway Stocks and Bonds.—These are excluded 
because the bulk of the holdings of British nationals were requisi- 
tioned by the British Treasury during the war to provide funds 
in America, and investigation has failed to disclose any appreciable 
post-war investment by British nationals in these securities. 
Total war-time requisitions were estimated at £623,000,000, which 
can be compared with an estimate made by Sir George Paish in 
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1907, that British nationals’ investments in the American railway 
group totalled £600,000,000. 

Financial Trust Stocks, etc—These are excluded because their 
inclusion would lead to a double reckoning, as the operations of 
these companies usually take the form of investments either in 
the stocks and shares of British registered companies or in Govern- 
ment State or Municipal loans listed on the London Stock Ex- 
change, and the income and capital repayment from both these 
sources are calculated separately for the borrowers concerned in 
this report. 

Of course this exclusion also means that the income derived 
by such companies from what has already been characterised as 
“ Private’ investment abroad is not counted. In the case of 
financial trusts this may be appreciable, but owing to the impossi- 
bility of calculating separately the income from investments made 
in securities not listed on the Stock Exchange, exclusion was the 
only course open. It may also be noted that although subscrip- 
tions to the issues of such companies appear as new issues for 
home investment, in fact a considerable proportion is probably 
used for investment abroad. No reliable estimate of the sums 
so used is, however, available, and all that can be done is to bear 
this tendency in mind. Estimates tend to show that investment 
trusts invest practically two-thirds of their funds in overseas 
investments. 


ADDITIONAL PuRPOSES OF INQUIRY 


It rapidly became evident that while information on sinking 
fund and maturity repayments was the primary purpose of the 
inquiry, it would have to be accompanied by inquiries on other 
aspects of the subject, as, for example, the percentage of the 
various investments listed in the Stock Exchange Official Intelli- 
gence owned by British nationals so as to determine the British, 
and from the view-point of this inquiry the most important share 
in repayments by sinking funds or otherwise. Certain additional 
information has thus been obtained, the results of which have 
been included in the article. 


METHOD 
The method employed in collating the statistics was to 
request— 


1. The London banking agents of foreign Governments, 
States, Municipalities, etc. to supply the following information : 
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(a) The total amount outstanding of each loan for which they 
were the agent. 

(6) The total sinking fund or redemption payment made on 
each loan for the year 1926. 

(c) The total interest paid on each loan during 1926, and 

(d) The proportion of the total interest paid tax free in respect 
of holdings by foreign nationals. 


The British and the foreign shares in redemption repayments 
either by the operation of sinking funds or by maturity repayments 
were taken to be in the same proportion as the interest payments. 

2. British companies operating abroad to give the following 
information : 


(a) The amount paid out by the company in capital redemp- 
tion during 1926, and 
(b) The proportion of this sum paid to persons resident in 
the United Kingdom. ‘ 
BritisH AND ForEIGN Houpines oF SEcurRITIES LISTED ON THE 
Lonpon Srock EXCHANGE 
Dividing the securities examined into groups, as is done in 
the Official Intelligence, and applying the information obtained 
by these methods for 1926, the following table is obtained showing 
the proportion of the British holdings in the various groups of 
overseas investments : 


TABLE I 


Proportion in 1926 of British Holdings of Total Outstanding Loans 
or Redeemable Capital in the Undermentioned Groups of 
Securities listed on the London Stock Exchange. 


Colonial and Prov. Govts. - 82% | Financial and Land . - 16% 
Indian and Col. Corptns. . . 80 Gas 3 - & 
Foreign Corporations. - 83 Iron, Coal and Steal : . 48 
Foreign Governments. 75 Mines . . & 
Indian Railways . 83 Nitrate . . 99 
Rlys. in Brit. Possns. 84 Rubber . 93 
Banks and Discount Coys. 41 Shipping 99 
Canals and Docks - 96 Tea and Coffee ~ 
Comm. and Industrial (For. ) . 68 Telegraphs and Teloph ones . 86 
Ditto (Br.) . . 99 Tramways and Omnibus . . 98 
Electric Light - 94 Waterworks . 99 


The results show an average British holding in all the securities 
examined of 79 per cent. for 1926. 
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Part II 


Results 

Sinking Fund Receipts —The results of the investigations 
into receipts from repayments, taking the term to include pay- 
ments resulting from the operating of sinking funds and from 
maturities, are shown in the following tables, which give the 
actual receipts for 1926 from sinking funds and maturities, of 
securities listed on the London Stock Exchange, with a division 
of the sums into the amount received by British and by foreign — 
holders of the securities. In the following tables “ British 
Sinking Fund ” means remittances to this country which go to 
swell the income of persons resident here, while the term “‘ Foreign 


II 


Receipts from Sinking Fund and Maturity payments on Securities 
of Foreign Governments and Companies operating abroad, 


listed on the London Stock Exchange. 
(£1,000.) 
1926. 
British. Forei 
Sinkioe 
Sinking Funds and 
Group. Fund and| Redeem- | Rate of | Maturity 
Maturity able Repay- | Repay- 
Repay- | Capital. | ment, %.| ments. 
ments 
Colonial and Prov. Govts. 6,221 594,248 1:0 1,365 
Indian and Col. Corptns. - 630 82,262 8 157 
Foreign Corporations . A 815 32,816 2-5 166 
Foreign Governments. 3 6,287 359,161 1:8 2,095 
Indian Railways . 1,890 91,745 2-1 387 
Foreign Railways . ‘ : 1,970 230,409 9 320 
Rlys. in Brit. Possns. 906 159,565 6 172 
Banks and Discount Coys. ; 26 4,669 6 37 
Canals and Docks . ‘ 130 6,342 2-0 5 
Comm. and Industrial (Br. oe 501 22,044 2-3 4 
Ditto (For.) : 823 74,122 1-1 388 
Electric Light and Power ; 307 8,974 3-4 20 
Financial and Land é 892 22,943 3-9 288 
Gas 157 2,188 7-2 1 
Tron, Coal and Steel 229 30,570 “7 249 
es . ° 1,909 7,486 25-5 414 
Nitrate “ 641 8,044 8-0 _ 
1,378 7,789 17-7 62 
Rubber ‘ 59 6,120 9-1 40 
Tea and Coffee 3 115 2,152 5:3 4 
Telegraphs and Telephones - 121 23,334 5 20 
Tramways and 410 40,550 1-0 9 
Waterworks 4 53 7,805 7 —_ 
Total . . | 27,010 | 1,829,585 6,203 
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Sinking Fund ” covers remittances to this country which may 
swell the income from Overseas if re-invested here but is remitted 
on account of securities listed here, but owned by persons resident 
abroad and therefore liable to be withdrawn. ‘“‘ Redeemable 
Capital” consists of the bonds of Governments and Munici- 
palities, etc., the debentures and redeemable preference shares of 
companies. 
III 
Receipts from Sinking Fund and Maturity Payments on Securities 
of Foreign Governments and Companies operating abroad, 
listed on the London Stock Exchange. 


(£1,000.) 
1927. 
British. 
Foreign 
Sinking ‘unds an 
Group. Fund and | Redeem. | Rate of | Maturity 
Maturity able Repay- | Repay- 
Repay- Capital. | ment, %. | ~ ments. 
ments. 
Colonial and Prov. Govts. - | 16,105 620,445 2-6 3,383 
Indian and Col. Corptns. : 647 82,855 8 156 
Foreign Corporations . P 630 39,476 1-6 164 
Foreign Governments . 6,816 367,161 1:9 2,182 
Indian Railways . : : 1,446 89,352 1-6 289 
Foreign Railways . 1,120 229,830 5 168 
Rlys. in Brit. Possns. 21 156,971 O01 4 
Banks and Discount Coys. 26 4,643 6 37 
Canals and Docks . 130 4,839 2-7 5 
Comm. and Industrial (Br.) 879 22,532 3-9 9 
Ditto (For.) 859 71,319 1-2 393 
Electric Light and Power 398 8,988 4-4 32 
Financial and Land 940 23,745 4:0 273 
Gas 94 1,988 4:7 1 
Iron, Coal and Steel 176 28,731 6-1 192 
Mines . 707 8,030 8-8 149 
Nitrate 651 7,273 9-0 
1,361 8,168 16-7 69 
Rubber 114 6,643 1:7 8 
Tea and Coffee 31 2,709 1-1 1 
Telegraphs and Telephones. 296 23,235 1:3 48 
Tramways and Omnibuses_. 410 39,105 1-0 9 
Waterworks 3 53 7,942 ‘7 
Total . | 34,008 1,860,062 7,572 


The 1927 figures of sinking fund receipts are adjusted from 
those of 1926, the year of investigation, and are added for purposes 
of comparison. 

Taking the amounts of sinking fund and maturity receipts 
on account of persons resident here in 1926 for each group, it 
will be noticed that receipts from the first four groups or Govern- 
ments, Municipalities, etc. contributed nearly one-half of the 
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whole, Colonial and Provincial Governments alone giving nearly 
one-quarter. In 1927, Governmental institutions provided about 
two-thirds and Colonial and Provincial Governments nearly one- 
half of the total. Most of the other groups, both in 1926 and 1927, 
show very little change in absolute amounts, so that the chief 
variable factor seems to be that of Colonial and Provincial Govern- 
ment receipts. The reason for this is that the principal part of 
the receipts from this group is composed of maturities of securities 
falling due for payment. As such maturities are naturally 
haphazard, compared with the operations of sinking funds, the 
total receipts from the groups are thus bound to be rather irregular 
from year to year. 

The annual rate of repayment in 1926 shows considerable 
variation between 0-5 per cent. in Telegraphs and Telephones 
and 25-5 per cent. in Mines. The higher rate in the Mining group 
is due to maturities in this group. In 1926, of total receipts on 
British account of £1,909,000 for Mines, £1,423,000 was paid as 
redemption at maturity; and if this sum is deducted from the 
total receipts in that year, the rate of repayment falls to 6-5 per 
cent. Maturities seem usually to form a large part of the repay- 
ments in this group. 

The Financial and Land, Gas, and Rubber Company groups 
also exhibit the same tendency. 

The group of Foreign Stocks and Bonds may be taken as an 
example of a group where the bulk of the receipts consist princi- 
pally of annual sinking fund payments, as the following table 
shows : 

TaBLEe IV 
Receipts for British Account from Sinking Fund payments and 
Maturity Redemptions of Foreign Stocks and Bonds only. 


(£1,000.) 
1926. 1927. 1928. 
Sinking Repayments | 6,287 6,743 7,124 
Total . . .| 6,290 6,816 7,124 


Thus in this group maturities are very small, as can be seen, 
and the bulk of receipts comes from the operation of sinking 
funds in contrast to the position of receipts from all the groups 
combined. In the latter case, in the 1926 total of receipts for 
British account, maturities at £11,010,000 accounted for 40-8 per 
cent. of the total, and in 1927 at £17,227,000 for 50-7 per cent. 
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Sinking Fund Receipts in Future-—By making an estimate of 
the future British share of receipts from the operation of sinking 
funds on recent overseas issues and adding to this the receipts 
from maturities on all existing loans, it is possible to construct a 
table which by including the annual repayments by the operation 
of sinking funds already calculated for 1927 will show an estimate 
of the future British receipts on account of repayment of over- 
seas investments. This is done in Table V. There are certain 
limitations to the resultant estimate, since it cannot take account 
of any future loans issued between 1929 and 1931. On this point, 
however, it may be said that— 


(a) Any such loans will not mature before 1931, and so will 
not add to the heading ‘‘ Maturities.” 

(b) Annual receipts from such loans by the operation of 
cumulative sinking funds will be small in the first years 
of the loans. 


Finally, it should be noted that the sum allocated under 
“Annual Repayments already calculated” is the estimate 
carried forward for 1927, and does not allow for falling off in the 
amount due to loans being finally redeemed between 1928 and 
1931, nor for the automatic increase in sinking fund receipts where 
an accumulative Sinking Fund is in operation due to interest 
savings. To some extent, however, these two factors tend to 
neutralise one another. 

TABLE V 
(£1,000.) 


1928. 1929. 1930. 1931. 
Maturities ; 2 5,208 | 36,369 8,221 | 19,373 
New Annual Repayments . 1,470 2,054 2,176 2,233 
Annual Repayments already calculated 16,781 | 16,781 | 16,781 | 16,781 


Total . . . . - | 23,459 | 55,204 | 27,178 | 38,387 


The large amount due in 1929 comes mainly from Colonial 
Government maturities, and in 1931 from Government maturities. 

Home Sinking Fund Receipts.—The figures so far examined 
relate to the capital operations of foreign Governments, etc., and 
companies operating abroad. It is now necessary to obtain 
similar results for companies operating at home. Below are 
given statistics based on information provided by British com- 
panies operating at home. From the point of view of the National 
Income these receipts are, of course, not in the same category as 
receipts on overseas investments, but they do constitute, as do 
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allocations to reserves, moneys which tend to be reinvested and 
can thus be considered as a specialised source of savings. 


TaBLEe VI 
Receipts from the Operation of Sinking Funds and Maturities of 


Domestic Issues and of British Companies operating at Home. 


(£1,000.) 
1926. 

British. 

Sinking Sinking 

Group. Fund and | Redeem- | Rate of | funds and 
Maturity able Repay- — 

Capital. | ment, % pl 
Corporation and County 3,247 318,125 1-0 114 
Public Boards > . 595 103,618 6 21 
Railways 116 284,159 4 
Breweries. 912 63,718 1-4 32 
Canals and Docks . 2 16 1,877 9 — 
Commercial and Industrial 4,080 137,114 3-0 115 
Electric Light and Power 632 29,537 2-1 22 
Gas. 101 5,523 1:8 3 
Insurance. 122 10,385 1-2 4 
Iron, Coal and Steel . 763 64,701 1-2 19 
Shipping . 266 48,570 5 9 
Tramways and Omnibus 163 11,414 1-4 6 
Waterworks . 3 2,904 “1 
Total . ° 11,016 1,081,645 349 

VII 


Receipts from ihe Operation of Sinking Funds and Maturities of 
Domestic Issues and of British Companies operating at Home. 


(£1,000.) 
1927. 
British Foreign 
Sinking 
Group. Fund and | Redeem- | Rate of | Funds and 
Maturity able Repay- _ 
i 
Capital. | ment, %. 
Corperation and Count: 5,044 345,676 1-5 156 
Pubiic Boards 377 113,289 3 ll 
Breweries ; 579 62,906 9 18 
Canals and Docks . r 16 2,789 6 _ 
Commercial and Industrial 1,732 151,454 1-1 48 
Electric Light and Power 442 32,746 1:3 12 
Ges 242 6,052 4-0 6 
Insurance. 122 11,263 1-1 3 
Iron, Coal and Steel 763 67,007 1-1 24 
Shipping 473 48,970 10 15 
Tramways and Omnibus 173 12,036 1-4 6 
Total . 9,963 | 1,142,127 299 


1929] A NEW STUDY OF BRITISH. FOREIGN INVESTNEN1S, 17 


To these receipts there must be added the sinking fund applied 
annually to the redemption of British funds, etc. Owing to 
abnormal conditions in 1926 the figures to be added for that year 
would not give a fair result. In 1927 £65,000,000 was budgeted for 
sinking fund, so that the total repayment receipts on account 
of British-owned capital invested at home may be put around 
£75,000,000, to which falls to be added the items given in the 
Finance Accounts of the United Kingdom 1927-28 for reduction 
of National Debt such as “‘ Suez Canal Drawn Bonds,” ‘“‘ War 
Advances Repayments,” etc., making a total figure around 
£80,000,000 less £5,000,000 paid to U.S.A. in reduction of our debt. 

The figures given below show how much the sinking fund 
receipts on British account from domestic investment may be 
expected to amount to during 1928 to 1931, leaving out receipts 
on account of British funds, etc. 

Taste VIII 
(£1,000.) 


1928. 1929. 1930. 1931. 


Maturities . 3,250 12,830 4,756 5,336 
Annual Repayments. 341 852 1,189 1,474 
Annual Repayments from 1927! . 5,848 5,848 5,848 5,848 

Total . 9,539 19,530 11,793 12,658 


1 Subject to same qualifications as for estimate of future receipts from over- 
seas loans, etc. (q.v.). 


Total Overseas Capital Investments and Interest Receipts 
thereon.—The results obtained regarding interest receipts in 
1926 from overseas investments are tabulated below. They are, 
of course, not repayments of capital as are sinking fund and 
maturity receipts, but the position in regard to them is that they 
do increase ceteris paribus the yearly national income and thus 
enhance the possibilities of savings. From the main point of 
investigation they are not of first importance, but are added 
merely for information. 

Tables IX and X given below show the nominal British-owned 
portion of loans and paid-up capital invested abroad, and the 
amount paid as interest thereon for the years 1926 and 1927. 

Net Income.—The figures of income in Tables IX and X are 
all gross figures, and corrections must be made for the various 
intergovernmental payments on account of interest on loans, 
reparations, etc., together with the interest payable on foreign- 
owned investments in the United Kingdom. 

From a study of the Finance Accounts of the United Kingdom 

No. 153.—VoL. XxxIx. 
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Taste IX 
Gross Income from British-owned Capital Invested Abroad. 
(£1,000.) 
1926. 
Nominal 
Group. Income. amet Rate %. 

Capital. 
Colonial and Prov. Govts. 31,561 594,248 5-3 
Indian and Col. Corptns. 4,793 82,262 5:8 
Foreign Corporations ° ‘ . 1,539 32,816 4:7 
Foreign Stocks and Bonds. 15,998 359,161 4:4 
Indian Railways 7,271 116,444 6-2 
Rlys. in Brit. Possns. 15,103 276,201 5-5 
Foreign Railways . A 24,320 483,999 5-0 
Banks and Cos. . 15,796 143,609 11-0 
Canals and Docks ; 651 20,160 3-2 
Commercial and Industrial (For. ) ‘ 30,328 340,118 8-9 
Ditto. (Br.) . 6,343 92,971 6-8 
Electric Lighting and Power = 2 21,572 294,934 7-3 
Financial and Land . 8,359 110,108 7-6 
Gas 7176 25,015 3:1 
Tron, Coal and Steel 7,845 134,427 
Mines. 12,985 118,517 11:0 
Nitrate . 3 1,696 18,171 9-3 
Rubber . ‘ 31,988 156,827 20-4 
Shipping 692 21,288 3:3 
Tea and Coffee | 4 7,601 36,162 21-0 
Telegraphs and Telephones ‘ = 7,147 91,844 78 
Tramways and Omnibus . 5,800 105,964 5-6 
Waterworks . 1,408 18,525 7-6 

Total - | 298,191 3,896,157 


for 1927-28 it appears that on the first item there would be a credit 
balance, including reparations of about £5,000,000 for 1927. An 
estimate of interest on foreign-owned investments in the United 
Kingdom for 1927, made by applying the percentages of foreign 
holdings already obtained to the figures concerned, would put 
this item at about £14,000,000. 

On balance, therefore, there is a net debit to be taken from 
the gross income figures of between £8,000,000 and £10,000,000, 
leaving a result for net income from this category of overseas 
investment of between £289,000,000 and £291,000,000 for 1927. 

This figure, of course, is even then not final, since it cannot 
allow for such factors, not susceptible to estimate, as inter alia the 
earnings of foreign balances in the London market, the profits of 
foreign companies operating factories in England, and balances 
held by British banks abroad, together with their short loans 
abroad. Moreover, it does not, of course, represent the net 
income of the country, for a calculation of which banking com- 
missions and earnings of our shipping would have to be taken 
into account among other items. 
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TaBLE X 
Gross Income from British-owned Capital Invested Abroad. 
(£1,000.) 
1927. 
Nominal 
Group. Income. Rate %. 

Capital 
Colonial and Prov. Govts. P ‘ 32,883 620,445 5-3 
Indian and Col. Corptns. . é f 4,805 82,855 5-8 
Foreign Corporations 1,885 39,476 4-8 
Foreign Stocks and Bonds. 16,155 367,161 4-4 
Indian Railways 7,102 114,554 6-2 
Rlys. in Brit. Possns. F d : 14,871 275,389 5-4 
Foreign Railways 23,992 489,642 4:9 
Banks and Discount Cos. F P 15,785 143,583 11-0 
Canals and Docks C 644 16,130 4:0 
Commercial and Industrial (For. ) : 30,195 339,617 8-9 
Ditto (Br.) . 7,253 97,968 7-4 
Electric Lighting and Power z - 23,994 299,627 8-0 
Financial and Land . 4 j 8,970 118,727 76 
Gas R 745 24,858 3-0 
Tron, Coal and Steel 6,595 130,598 5-0 
Mines 11,932 127,471 9-4 
Nitrate . 1,262 16,530 7-6 
Oil : 35,739 233,374 15-3 
Rubber . ‘ 30,960 - 170,353 18-2 
Shipping 752 21,488 3-5 
Tea and Coffee 9,642 45,918 21-0 
Telegraphs and Telephone 7,156 92,943 7:7 
Tramways and Omnibus P 4,424 102,909 4-3 
Waterworks . 1,420 18,472 7-7 

Total e e 299,161 3,990,088 


Distribution of Overseas Capital Investments.—From Tables IX 
and X it appears that over one-quarter of our capital invested 
abroad is in the form of loans to Governments and Corporations 
as distinguished from shareholdings in and loans to industrial 
undertakings. Only about one-sixth of our total income, how- 
ever, is derived from this quarter. Of this proportion roughly 
63 per cent. is invested in the Dominions and Colonies, which is a 
reflection of the influence of the Trustee Act. Loans to Colonial 
Governments of course are used mainly for reproductive pur- 
poses and augment the demand for capital goods from this 
country, while it is certain that even without the Trustee Act 
there would have been large investments in the Colonies. The 
results shown, however, raise the question whether the Trustee 
Act has not given an undue impetus to the export of capital, thus 
making it dearer for home industries to borrow. 

Rate of Remuneration of Overseas Capital Investments.—From 
Tables IX and X it is seen that Government, Municipal and Rail- 
way investments account for roughly one-half of our capital 


and yield about one-third of our income. 
c2 
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TABLE XI 


British Capital invested in Indian, Colonial and Foreign Loans 
and Companies and the Income derived therefrom in 1907-8. 


(£1,000.) 
. Rate of 
Income. Capital. Interest, %. 

Indian Government Loans. é 5,017 156,369 3-21 

Colonial and Prov. Govts. ‘ ; 13,933 375,190 3°71 

Foreign Govt. Loans 8,338 167,000 4-75 
Colonial and Foreign Municipalities. 2,650 58,901 4:5 

Indian Railways . . 4,774 123,341 3:87 
Colonial Railways 7,598 188,950 4:0 
American Railways 27,000 600,000 4-5 
Banks . : 7,353 54,101 13-6 
Breweries . 732 17,205 4-2 
Canals and Docks . 1,174 5,974 19-6 
Commercial and Industrial ; : 4,863 77,610 6-3 
Electric Light 321 7,686 4-2 
— and Land 6,233 187,027 3-3 
Gas 3 1,194 16,419 7:3 
Mines: Iron and Coal . : - 505 12,956 3-9 
r 5,074 38,525 13-2 
Diamonds 4,468 14,646 30°5 
Gold 14,947 161,178 9:3 
Silver 843 10,513 8-0 
Tin ‘ 308 5,568 5-5 
Nitrate A x 1,637 10,903 15-0 
Tea and Coffee. 1,794 21,399 8-4 
Telegraphs and Telephones 2,233 34,235 6-5 
Tramways . 1,809 35,289 
Waterworks 438 6,352 6-9 
Total . 139,791 2,693,738 5-2 


Comparing 1926 with 1927, it will be noticed that our capital 
invested overseas increased by about £94 million, whilst the 
income from the investments only increased by approximately 
£1 million. This was due to a falling off in the income from 
the Oil and Rubber groups of investments, and in part probably 
to the fact that the new capital invested had not become fully 
productive. 

Sir G. Paish’s Estimate of Overseas Investment and Income 
therefrom.—Table XI reproduces an estimate made by Sir George 
Paish in 1907 of our Overseas Investments. A later estimate 
was made in 1911, in which the capital invested overseas was 
placed at £3,500 million, and the income therefrom between £175 
and £190 million, but since the figures are not in a convenient 
form, the earlier estimate has been used. 

This and the present estimates are not on comparable bases 
owing to differences in methods employed, but, bearing this 
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in mind and allowing for changes in the value of money according 
to the Statist Index of Wholesale Prices, the 1927 figure of 
capital invested overseas is less than that of 1907 at 1927 values 
by roughly £118,000,000, and is still smaller when compared with 
the 1914 figure, which was estimated in the Board of Trade Journal 
in March 1923 at £4,000 million at 1914 prices. The 1927 figure 
of gross income received is, however, larger than that of 1907 in 
terms of 1927 values by roughly £86,000,000. 

Changes in Direction of Overseas Investment.—In the 1907 
estimate the capital invested in Governments and Municipalities 
is nearer one-quarter than one-third of the whole, and the income 
is a little less than one-quarter. The Government, Municipality 
and Railway groups provided in 1907 about three-quarters of the 
whole of our capital and nearly two-thirds of our income, as com- 
pared with one-half of the capital and one-third of the income in 
1927. Overseas investments since 1907, therefore, have apparently 
changed their constitution and have a larger proportion of 
industrial investments. 

The figures of the two estimates show changes in the earnings 
of our investments during the last twenty years. The Oil and 
Rubber groups, for example, show an increased earning on their 
capital from 4-5 per cent. and 8-2 per cent. respectively to 15-3 per 
cent. and 18-2 per cent., although 1927 was an exceptional year 
for oil companies. Electric Light capital earnings rose from 
4-2 per cent. to 8 per cent., but, on the other hand, capital in 
Canals and Docks shows a decline in earnings from 19-6 per cent. 
to 4:0 per cent., and in Nitrate companies from 15 per cent. to 
7-6 per cent., due probably to the rise of the synthetic industry. 


CoNCLUSIONS 


It now becomes necessary to attempt to arrive at some con- 
clusion regarding the adequacy of that part of the nation’s new 
annual savings expressed in the figures of new capital issues for 
each year. 

For this purpose the receipts from the operation of sinking 
funds and maturity repayments on our overseas investments may 
be regarded as repayments of capital assisting subscription to 
such issues without effort on our part, or in other words may 
be looked upon as “ automatic” savings. The corresponding 
position of domestic receipts of a similar character is that they 
are a definite form of collective savings, and the excess of new 
issues over both such figures can alone be regarded in this part 
of the nation’s savings as the result of individual desire to save. 


| 
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One method of judging the adequacy of this branch of saving 
is to compare the individual saving, as already defined, in the 
years investigated with the corresponding figure before the war. 
Owing to the absence of the necessary data regarding repayments 
before the war, certain assumptions are necessary for such a 
comparison. These are: 
1. That the rate of repayment of capital invested overseas 
was the same before the war as it has been ascertained 
to be by the present investigation for 1926 and 1927. 

2. That foreign subscriptions to new issues before the war may 
be taken to be in the same proportion to total subscrip- 
tions as the present-day figures. The present percentage 
of foreign subscriptions has been ascertained from 
issuing houses and leaves out of account applications 
made by residents here on behalf of foreign clients which 
cannot be estimated. The omission, however, does not 
affect the general argument. 

On these assumptions a figure of receipts from the operations 
of sinking funds in 1913 is obtained, showing that such pay- 
ments from overseas on British account may be taken at about 
£11,000,000, while the foreign subscriptions to new capital issues for 
overseas may be put at £3,000,000 for 1913 and £2,300,000 for 1927. 

The individual saving in this branch of savings may then be cal- 
culated, in accordance with the definition already given, as follows : 

(£1,000.) 


1913. 1927. 
Total capital issues 1: Home ‘ £50,709 £164,321 
Overseas. 197,528 152,991 
248,237 317,312 
Deduct money “ automatically ” 
available for subscription : 
1. Foreign subscriptions to new 
Overseas issues : - £3,000 £2,300 
2. Sinking Funds : 
(a) Government ? . ; 7,600 65,000 
Domestic 3,500 5,850 
(c) Overseas Capital 
(British portion) . 11,000 17,000 
25,100 90,150 
** New ” money subscribed . a £223,137 £227,162 


1 Taken from Statist Jubilee No. 1928, where comparable figures for both 
years are given which exclude refunding operations, etc. 

2 Included and considered as a collective saving from taxation as distinct 
from individual saving. It is recognised that not necessarily all these sums went 
to British nationals as there was probably some foreign holding. There are no data 
available regarding this percentage, however, and the only course is to work on the 


figures taken. 
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These figures take no account of British subscriptions to 
foreign issues owing to the impossibility of obtaining a reliable 
estimate of such investment. 

The resultant figures of “‘ new ” money invested are not com- 
parable owing to changes in the price level. Adjusting according 
to the Statist index-number of wholesale prices the revised figures 
at 1927 values are : 


1913 . . - £320,270,000 


We were thus saving about £93 millions less in 1927 at 1927 
values than in 1913 in this particular individual part of our saving. 
It is not my purpose to comment here on the reasons for this 
result, but merely to point out the fact that we are individually 
making available for investment at 1927 values only slightly over 
two-thirds of the amount we should to maintain the 1913 rate. 

Moreover, if the overseas investment position alone is taken 
after deducting sinking fund receipts from the figures of new 
issues, excluding refunding operations, the figures work out 
as follows : 


1913 (at 1927 values) . e . £263,400,000 


In other words, on the overseas investment position in terms 
of 1927 values we are individually providing only about half of 
what we did in 1913. More accurate comparison than this is not 
possible owing to the fact that the various figures are not on 
exactly comparable bases and could not be so established without 
inordinate difficulty, but the general result is sufficient and errors 
in the estimates would not upset it. 

It is realised, of course, that other forms of savings at home, 
such as housing, roads, savings certificates, etc., have increased 
since before the war, but, as the Colwyn Committee pointed out, 
on balance there has been a decided falling off in the volume of 
savings, while the possible effects of the falling off of the amount 
of new money invested overseas on our trade will be evident to 
anyone. 

Finally, one has to allow for changes in population and national 
income in relation to savings. The per capita figures of “ new ” 
money for investment in the securities dealt with in this article 
at home and abroad in terms of 1927 values are : 
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while Professor Bowley and Sir Josiah Stamp have estimated that 
even in 1924 there had been no diminution in our national income. 
These considerations enforce still further the moral to be drawn 
from the figures and facts just quoted. 

I wish to reiterate that this article attempts to deal with a 
particular type of saving and investment only, and is limited to 
those stocks and shares which are dealt with in the Stock Exchange 
Official Intelligence. 

Ropert KINnDERSLEY 


THE ECONOMIC EFFECTS OF VARIATIONS OF HOURS 
OF LABOUR! 


I 


Tue number of hours a man works is not a matter which is 
determined independently of other circumstances. It depends 
partly on habit, partly on technical or legal necessity, partly 
on the relative pulls of product, production and leisure, and 
these in turn are partly dependent on it. To exhibit the form 
of this dependence under the complex conditions of industrial 
civilisation is one of the chief problems of the analysis of economic 
equilibrium, but it is not a problem with which I wish to deal in 
this paper.2, My object here is of rather a different order. 
Assuming that a variation of hours takes place, I wish to inquire 
what other changes we should expect to be associated with 
it. For the purposes of this analysis, that is to say, the change 
in the length of the working day is to be regarded as the inde- 
pendent variable. What I discuss is not what causes bring it 
about, but what consequences follow from it. From a philo- 
sophical point of view, no doubt, this procedure is more arbitrary 
than the analysis of the conditions of equilibrium, but from the 
point of view of social policy it has much to recommend it. The 
practical problem which we have to decide at any given moment 
is the problem whether our present distribution of time between 
work and leisure is satisfactory ; and although the final solution, 
involving as it does an appeal to subjective standards of worth, is 
outside the scope of scientific inquiry, yet a precise knowledge 
of the objective consequences of any variation is of material 
assistance in arriving at a solution. Our valuations are only 
valid by accident if they are not based on a knowledge of fact. 
What I have to say is not new. The materials for a solution of 
this problem are to be found in all reputable handbooks of 
economic principles; but they are not often deliberately collated 
with this particular object in view, and in popular discussion they 

1 A Paper read before Section F of the British Association at Glasgow, 


September, 1928. 
2 The matter is dealt with in Sir Sydney Chapman’s article on ‘“ Hours 


of Labour ” in this JouRNAL, for September 1909. 
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are apt to be ignored. In view, therefore, of the practical urgency 
of clear thinking on these matters, it has seemed to me to be worth 
while, even at the risk of repeating things which are familiar, 
attempting to combine them in one general survey. 


II 


I turn first to the connection between hours and output—at 
once the most simple and the most fundamental of the relations 
we have to examine. 

Here fortunately it is possible to be brief. The days are gone 
when it was necessary to combat the naive assumption that 
the connection between hours and output is one of direct variation, 
that it is necessarily true that a lengthening of the working day 
increases output and a curtailment diminishes it. Systematic 
study of the conditions of efficiency has abundantly vindicated 
the view, which after all is not very sophisticated, that, if we 
wish to maximise daily output, just as it is possible to work too 
little, so it is also possible to work too much. Of course it is true 
that if we start from the beginning of any given job and measure 
onwards throughout a single day, so long as we continue to work at 
all without spoiling what we are doing, we add something to the 
product. But to argue from this to the conclusion that the longer 
the average working day, the greater the average daily output, is 
completely to beg the question at issue. For the human frame is 
not inexhaustible, and the greater part of the work of the world 
must be done from day to day and not accomplished in isolated 
spurts. And this means that if a man continually works beyond a 
certain point, the intensity of his work will be reduced to such an 
extent that the gain in longer hours will be more than offset by 
the loss in hourly output, so that if he had worked less his average 
output would have been greater.! This is true of all continuous 
occupations. A great number of observations have proved it to 
be true for many kinds of manual labour,” and although in the 
case of mental work of any complexity quantitative measurement 
is out of the question, there can be no doubt that in a broad way it 
is true here likewise. We all know the hacks who are always dull 
because they are always overworking. 


1 For convenience of exposition, the above argument has been stated in 
terms of days and hours, but of course there is no special sanctity about these 
periods, and it is not difficult to state the theory in terms which are of greater 
generality. 

2 See Sargant Florence, Economics of Fatigue and Unrest, for an excellent 
account of this matter. 
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If, therefore, we are to predict the effect of a given variation 
in hours we must conceive of it in relation to a working day of 
maximum productiveness. This day, of course, will vary from 
man to man and from industry to industry. It will vary in the 
same industry with variations of technique, distribution of hours 
within the day and over longer periods, and general working 
conditions. It will vary, too—and this is a point which has not 
been sufficiently emphasised—with the length of time over which 
the maximisation of output is contemplated. A length of day 
that would maximise output for a month or a year would not 
necessarily bring it to a maximum if a period of many years was 
contemplated. A length of day that maximised output during 
a short war would not necessarily maximise it during a long 
peace. But if we bear in mind the essential relativity of the 
conception, we may legitimately speak of a point (or points) of 
maximum productiveness in connection with a given variation. 
So long as the variation is towards this point, output will be 
increased; so long as it is away from it, it will be diminished. 
That is, output will be increased if a working day longer than the 
day of maximum productiveness is shortened, or if a day shorter 
than the day of maximum productiveness is lengthened. It will 
be diminished by converse variations. How much it will be 
increased or diminished will depend on the extent of the change 
and the rates at which productiveness falls away on either side of 
the maximum—a matter which again will vary with varying 
circumstances. 

One warning only is needed in this connection. Generalisations 
of the sort I have been making—of the sort I shall be making 
throughout this paper—are only statements of tendencies. They 
are only statements of what will happen if other things remain the 
same. And this means that, if other things are not equal, such 
statements cannot be refuted by a mere appeal to facts, nor can 
they necessarily be proved by facts which appear to support them. 
During the nineteenth century, for instance, the average duration 
of the working day was considerably curtailed. At the same time 
there was a fairly continuous increase in output, and from this it 
is sometimes argued that the length of day actually worked at 
the outset was beyond the point of maximum productiveness. 
No deduction could be more illegitimate. A general increase 
in productivity may make the yield to a shorter day after the 
change greater than the yield of a longer day before, even if 
without the reduction output would have been still greater— 
and of course during the nineteenth century productivity in 
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general was increasing. Other considerations may lead us to 
believe that hours of labour were excessively long during the 
earlier part of this period, but from crude statistics of changes in 
output it is as illegitimate to argue that the curtailment of the 
working day was the cause of the increase, as that, if the day had 
not been reduced, productivity would have increased still faster. 


III 


That is all I have to say at present on variations of hours 
and output. I now proceed to deal with the opposite aspect of 
the matter, the relation between hours and incomes—a subtler 
connection demanding greater delicacy of treatment. 

So far as men consume the product of their own labour, of 
course, income and output are identical. Robinson Crusoe living 
alone on his island lives exclusively on the product of his labour. 
So does human society conceived as a whole. External cir- 
cumstances being given, what is got in the form of produce depends 
on what is given in the form of effort. In both cases, therefore, 
there is nothing to add to the simple generalisations which have 
been made already. 

But when we come to consider not individuals working on 
their own or society conceived as an aggregate, but individuals 
and groups of individuals working within society and exchanging 
their products for the products of other individuals and groups 
of individuals, matters are not so simple. For in such circum- 
stances what men work for is not their own output but the power 
to acquire by way of exchange little bits of other people’s output. 
That is to say, what they work for is not their own output but the 
value of their output. Thus we have to examine, not only the 
effect of variations of hours on output, but also the effect of such 
variations of output on the income available from its disposal, and 
on the incomes of those who purchase it. To do this it will be 
convenient to proceed by stages. First, we may inquire as to 
variations on the part of single individuals, then as to variations 
on the part of single industries, then as to variations on the part 
of a whole society, and finally as to variations on the part of 
geographical groups or “ nations.” 


IV 


I turn first to variations on the part of single individuals. 

This is the simplest case and need not detain us long. The 
fact of exchange introduces no important complications. The 
income of society (which, as we have just seen, is its output) will 
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obviously fluctuate with individual output, and in the great 
majority of cases so will individual income. For so far as the 
great majority of people are concerned, the value per unit of the 
work they do is a fixed fact which is unaffected by variations in 
their individual output. The total work they do is only a tiny 
fraction of the total supply of the work they are supplying. The 
effects on value per unit of fractional variations of this tiny 
fraction, therefore, are so small that they may be disregarded. 
In a small minority of cases this might not be so—there are 
certain British etchers, who, I am told, maintain the value of 
their work by limiting its quantity—in these cases what I shall be 
saying about group variation will be applicable. But in most 
markets individual income will tend to fluctuate with quantitative 
variations in individual work. It is obvious that it must be so in 
the case of independent producers. It is no less clear in the case 
of contract wages paid on a piece-work basis. In the case of 
wages paid on a time-rate basis and weekly, monthly and yearly 
salaries, disparities may arise, but except where economic friction 
is very great, they are not likely to persist. 


Vv 


I turn next to variations on the part of all the producers 
engaged in any one line of industry, a question looming larger in 
public discussions of industrial policy. Suppose all the producers 
of, say, coal decide to vary their working day, what results are 
to be expected ? 

Here matters become more complicated. As before, we may 
expect the income of society to fluctuate in the same direction 
as output, but in the absence of further knowledge with regard to 
the disposition of other members of society and the technical 
conditions of production, we are no longer justified in predicting 
the same of the incomes of the producers in question. For now, 
by hypothesis, the total volume of supply is fiuctuating appreci- 
ably, and therefore value per unit must be affected—and, of 
course, must be affected inversely. But until we know how it is 
affected—at what rate it falls for an increase of supply or rises for a 
diminution—we cannot say how the incomes of the producers in 
question are going to fluctuate: 9,000 units at 10d. (90,000d.) 
are worth more than 8,000 units at 11d. (88,000d.), but 9,000 units 
at 6d. (54,000d.) are worth considerably less. 

It is in tackling problems of this sort that we become conscious 
of the immense debt that we owe to the Marshallian analysis of 
demand. For, armed with the concept of elasticity, we can assert 
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quite simply that, in the circumstances we are discussing, if the 
elasticity of demand is greater than unity—in non-technical terms 
if the change in amount demanded is more than proportionate to 
the change in price—incomes will vary directly with output; if 
it is less, they will vary inversely. It is important, of course, to 
distinguish between elasticity of demand for the ultimate product 
and elasticity of demand for the labour that helps to produce it. 
In cases of simple production with free or low-priced raw materials 
and no complicated organisation or capital equipment, the 
divergence between the two may not be considerable. But if 
expensive raw materials and extensive capital equipment are 
involved, the divergence may be very important. The elasticity 
of demand for the product will, of course, be one of the factors 
governing the conditions of demand for labour. But so will the 
way the prices of the other factors employed react to changes in 
the scale of output, and the technical possibilities of varying the 
proportions in which they co-operate. Overhead costs may be 
increased or diminished, raw materials may become more or less 
expensive, different technical combinations may become more 
expedient, and so on, It would be possible to spend much time 
unravelling the subtleties of these relations;+ but in the last 
resort, here, as in the simple breakfast-table examples of the 
elementary text-books, we may imagine a scale of prices at which 
given quantities of work will be taken, and the rate at which 
this change will be all-important in determining the outcome for 
the wage-earners of any given variation of hours of labour. 

Now if wage-rates are freely adjustable and the market for 
labour is reasonably competitive, that is the end of the matter. 
Wage-earners whose labour is in relatively elastic demand will 
increase their income by increasing their output, and diminish 
their income by diminishing their output. Wage-earners whose 
labour is in relatively inelastic demand will increase their income 
by curtailing output, and diminish their income by increasing 
output. So long as the group remains intact—I shall return to this 
assumption later—and no changes in the technique of production 
take place, the effects of variation here exhaust themselves in 
variation of incomes. 

But under modern conditions matters are not quite so simple, 
even if we do not waive the hypothesis of immobility. For wage- 
rates seldom have the complete flexibility postulated by these 
generalisations. Rather they are usually fixed in advance by 


1 Cp. Marshall, Principles (8th Ed.), Notes XIV and XV of the Mathematical 
Appendix and Chapter VI, Book V. 
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the same apparatus of collective bargaining which is responsible 
for the regulation of hours. And this means that, until the con- 
tract is revised, wages themselves are rigid. By fixing the rate 
and fixing the length of the working day the daily wage is itself 
predetermined.1 

But this does not mean that the conditions of demand lose 
their governing importance. The general disposition of the 
market to buy, as exhibited in the demand schedules we have been 
discussing, does not change when the price prevailing ceases to be 
flexible. All that happens is that the effects of variations of 
supply exhibit themselves in a different fashion. Instead of the 
price accommodating itself to the given supply so that the actual 
quantity demanded clears the market, the amount demanded 
accommodates itself to the price that is fixed. If this happens to 
be the price that will clear the market, then all is as if wage-rates 
had been flexible. If it is less, then unusual profits are made 
until more labourers are drawn into employment. If it is more, 
then some labour is not purchased, and, since hours are fixed, this 
means that some labourers will be thrown out of employment, or 
at any rate that there will be unemployment in that industry. 
It is surprising indeed that this should not be more universally 
recognised, for of course it is only a simple application of the 
general theory of monopoly. We all know that if the proprietor 
of a patent medicine decides to increase his supply, if he does not 
successfully readjust his price to the prevailing conditions of 
demand he is liable to be left with unsold bottles. It is time that 
we realised that in this respect the market for labour is not 
dissimilar from the market for patent medicines. 

Given the variation in supply then, everything is still ultimately 
dependent upon the conditions of demand. We may, therefore, 
formulate the following generalisation. For every wage-rate that 
can be fixed there is an elasticity of demand for labour that will just 
maintain employment constant for a given variation in supply of 
labour. If the actual elasticity is greater than this, then an 
increase in the work offered will increase employment, and a 
decrease diminish it. If it is less, then the converse result is to 
be expected. 

We may illustrate this by two cases of great practical 
significance. Let us assume that the workers in a given industry 
have agreed to lengthen their working day, such a lengthening 


1 It is assumed, of course, that, in the case of work remunerated on a piece- 
wage basis, the intensity of work only suffers the consequential changes discussed 
already. 
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being accompanied by an increase in daily output. Let us assume 
further that, being willing to submit to a downward revision of 
rates, they insist only on such rates as maintain daily wages 
constant. In such a case, clearly, if employment is to remain con- 
stant, the elasticity of demand for labour must be of the constant 
outlay order—that is, in Marshallian terms, equal to unity. If it 
is greater than this, employment will be increased (or profits will 
rise); if it is less, it will be diminished—the degree of extension 
or contraction for the given variation depending on the degree in 
which the elasticity of demand is greater or less than unity. 

Let us now reverse the requirements of our policy. In harmony 
with recent fashions let us regard constancy of employment rather 
than constancy of wages as the ultimate desideratum. It is not 
difficult to show that in certain cases a lengthening of the working 
day with increasing output must result in lower wages per head 
than would have prevailed if the day had not been lengthened. 
For obviously the downward cut in wage-rates, which is necessary ~ 
to maintain employment constant, must always be greater if 
output is increased than if it is not. The greater supply of 
work must necessarily be cleared at a somewhat lower price per 
unit. But if the elasticity of demand is greater than unity, this 
greater diminution in wage-rates will not offset the increase 
in the number of units by which it is multiplied. On the other 
hand, if the elasticity of demand is less than unity, this will 
actually happen. The fall in wages will be greater than it would 
have been if hours had not been lengthened. The popular belief 
that, if hours are lengthened, a fall in wages can always be averted 
or at least diminished, is only true when certain conditions are 
satisfied. If they are not, then it must prove a bitter delusion. 
It would be pleasant to believe that some day city editors and 
leader-writers might become aware of this simple proposition. 

Clearly we are a long way here from the harmony we found 
existing between individual income and output. A group which 
puts more into the common pool may be compelled to take out 
less, and a group which diminishes the size of the pool may receive 
an enhanced share. But notice that our generalisations with 
regard to individuals are not rendered invalid by the fact of group 
variation. It still remains true that, if a given individual varies 
his hours of labour, his income tends to vary with his output. 


1 If the changes are not relatively small, then, as Dr. Dalton has shown, the 
Marshallian formula becomes inadequate (see Dalton Inequality of Incomes, 
pp. 192-197.) For convenience of exposition, however, I refrain from intro- 
ducing this complication. 
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The unfortunate miner may see his standards of life being wrecked 
by an upward variation of hours affecting price more than pro- 
portionately. But if he does not vary his hours upward too, 
he will get even less than he would have done otherwise. On the 
other hand, if group rates are being raised by a common restric- 
tive policy, each individual would lose if all were to abandon 
restriction, yet each will gain if he singly succeeds in evading the 
regulation. The behaviour of the group moves the target, but 
the individual score still depends on the marksman. 


VI 


But this is not the end of group variations. Rather it is 
only the beginning. For unless we are willing to contemplate 
only the institutions of a caste society, it is not to be expected that 
variations in one group should not sometimes at least involve 
migration to or from others. This, however, is a matter which 
can be considered more conveniently when we have surveyed the 
effects of wider variations. I pass, therefore, to changes of hours 
of labour throughout society as a whole. Suppose all the pro- 
ducers in a given society decide to vary their hours of labour, what 
results are to be expected ? 

So far as the real income of society is concerned, what has 
been said already is sufficient. The real income of society is its 
output, and therefore what has been said about output exhausts this 
part of the subject. One caution perhaps is necessary. We have 
seen that the point of maximum productiveness varies from man 
to man and from industry to industry. It is not to be expected, 
therefore, that the output of each man and each industry will be 
similarly affected by similar variations of hours of labour. On the 
contrary, we must expect not only the extent but even the direction 
of variation to vary. It is only, therefore, after striking a balance 
that we can speak of effects on the social income. 

But now let us turn to the incomes of the various individuals 
and classes within society. Here obviously we have a problem of 
greater complexity than any we have yet examined, and it is 
advisable to proceed to its solution by stages. 

Let us begin by assuming homogeneity of skill, flexibility of 
wage-rates and complete mobility of labour. In this way we can 
ignore the different effects upon the position of different groups 
which in almost any real world would be produced by the variation 
we are supposing, and concentrate on the problem of what will 


happen to the general level of wages. 
No. 153.—voL. XxxIx. D 
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Viewed thus, the problem is relatively simple. The number 
of units of work offered has changed. Their value per unit, 
therefore, will fluctuate inversely. But the change in the supply 
of work does not mean a change in the number of labourers. Real 
wages, therefore, will depend on the elasticity of demand for 
labour. If the elasticity of demand for labour is greater than 
unity, then wages will vary directly, and if it is less, inversely, 
with changes in daily output. 

This result is a purely formal one. But we need not be 
content with formality. For it is the almost universal consensus 
of opinion among economists } that, in the modern world at any 
rate, with its wealth of technical knowledge and its itch for 
material improvement, the elasticity of demand for labour is 
greater than unity. Hence we may assert with some confidence 
that given our assumptions of plastic wage-rates, a competitive 
labour market and complete mobility of labour, an increase of 
hours leading to an increase of output will result in increased 
wages, and vice versa. Some of the increase will no doubt go to 
other factors, but if this opinion with regard to elasticity is true, 
there is no need to fear that wages will not benefit. 

All this, however, rests upon an assumption which enables. 
us to speak as if all wages were similarly affected. But in the 
world we live in, this assumption is not valid. Workers are not 
all of the same degree of skill and adaptability, and even within 
groups which are homogeneous in these respects, for short periods 
at least, they are not completely mobile. Therefore, unless we 
are willing to make the unreal assumption that when the output 
of different groups varies simultaneously, the amounts spent on 
the new output vary so as to leave the relative position of the 
groups unchanged, we are not entitled to assume that the effects 
of a uniform variation will be uniformly distributed among 
wage-earners in general. Again, everything will depend upon 
the demand for different kinds of labour. It is true that 
things are not quite so simple here as in the cases we con- 
templated when we were considering group variation. For there 
we assumed that the supply of one commodity only was changing, 
the social demand at different prices remaining unaltered. Here 
not only is supply changing in each industry, but the demand 
arising from other industries is changing also. In technical 
terms, it is not only a case of a shift of the point P along a given 
demand curve : the position of the curve itself is to be regarded as 
changing. None the less, the same broad considerations are 

1 See e.g. Pigou, Hconomics of Welfare (2nd ed.), pp. 622-8. 
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applicable. Where the demand is relatively inexpansible the 
position of the workers will be relatively worsened by an increase 
and bettered by a diminution of output. Where it is relatively 
expansible the converse effects will follow. 

Hence, if the full effects of the change in output are to be 
diffused to the maximum extent among different classes of wage- 
earners, there must at the same time be a transfer of workers from 
the positions of less to the positions of greater comparative 
advantage. If it is an increase, workers will have to move to 
the industries of more expansible demands or to new industries. 
If it is a diminution, vice versa. And of course in a world of 
specialised skill and incomplete mobility, such a uniform diffusion 
as we contemplated at first is never to be expected. All that can 
be said is that, granted a fair degree of mobility, disharmonies will 
be reduced to a minimum. 

These conclusions sound abstract, but they embody a per- 
fectly common-sense principle. If productive power increases in 
any way, it is surely most improbable that the increase will be 
most effectively utilised by uniform application in all directions. 
If some uniformly efficient robot were invented which increased 
our powers to do simple manual labour by, say, 25 per cent., 
we should not expand the production of wheat and motor-cars in 
equal proportions. And similarly if some cosmic disaster were to 
reduce productive powers by a quarter, we should not curtail the 
production of necessities and luxuries uniformly. Progress, in 
fact—using the word progress in a strictly non-ethical sense— 
involves the progressive diminution of the relative proportions 
of productive power applied to the making of things which 
are in inelastic demand, and a progressive transfer of pro- 
ductive power to the making of things the demand for which 
is still elastic. And retrogression, the contrary process. That, 
incidently, is one of the reasons why, in a progressive age, 
agriculture is in a state of chronic depression. And, of course, 
rational increases of hours (increases, that is, which do not go 
beyond the point of maximum productiveness) are increases of 
productive power—as are also those diminutions which increase 
production. 

Considerations of this sort enable us to complete our treatment 
of the effects of group variation which we had to leave unfinished 
a little way back. Obviously we must take into account the 
possibility of movement both into the industry and away from it. 
If an extension of hours involves an increase of income, or a 


contraction a diminution, then we may assume that no movement 
D2 
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is engendered.1 For by hypothesis we are considering voluntary 
variations. We are, therefore, entitled to assume that the group 
concerned prefer the gain in income or leisure to the sacrifice in 
leisure or income. But if income moves inversely to the variation 
in hours, clearly if movement is possible it will take place. There 
is now a double loss or a double gain to disturb the equilibrium, 
and if mobility is possible there will be transfers until those 
employed in the industry in question do not gain or lose more 
than, with their given disposition towards work and leisure, they 
would gain elsewhere, the loss or gain of productive power being 
diffused more or less equally throughout the area of mobility. 
Only, therefore, where there is an absence of mobility will the 
disharmonies we have studied in this connection be permanent. 


VII 


That is all I have time to say here about variations throughout 
a whole society. The interesting complications which arise when 
wage-rates are not flexible can be deduced for the most part as 
corollaries from what has been said already. I pass, therefore, 
finally to consider the case of variations on the part of open 
geographical groups. 

Here fortunately it is possible once more to be brief. For the 
principles we have already investigated can be combined to 
afford a sufficient solution to the various puzzles that confront us. 
So far as the inhabitants of the area of variation consume their 
own products, what has been said about a closed society is appli- 
cable. So far as they obtain their income by exchanging their 
products for products produced abroad, the analysis developed in 
connection with industrial groups is applicable. This is easy 
to see if we suppose that the group is sufficiently small to produce 
only one commodity, for the geographical group is then an 
industrial group, and that is the end of the matter. When the 
group is wider, then matters become more complicated ; but when 
allowance has been made for changes in the relative value of 
different commodities and the reshifting of employment, the same 
broad generalisations hold. Whether on balance the group gains 
or loses depends on the conditions of demand and upon the net 
economies or diseconomies involved by changes in the scale of 


production. 
1 It is, of course, conceivable that persons outside the group might prefer the 


new situation and seek it. In such a case the assumption made above would be 
invalid. I am indebted to Dr. Dalton for this suggestion. 
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Here again, therefore, there is a theoretical possibility that the 
income of the geographical group—the “ national ” income, that 
is to say—and the world income may move in different directions, 
and no doubt areas are conceivable in the world as we know it 
which might gain or lose by this disharmony. But a little 
reflection on the causes influencing elasticity should convince us 
that ours is not one of these areas. For, as is well known, one of 
the most important circumstances influencing the demand for 
exports is the possibility of obtaining similar supplies, or supplies 
sufficiently similar, from elsewhere. If this is present, demand will 
tend to be very elastic. A slight rise in price per unit will cause 
the transference of foreign demand to other sources of production. 
A slight fall will mean a considerable enhancement of foreign 
purchases. Other things being equal, the smaller the group the 
more probable the existence of alternative sources of supply, and 
hence the greater the elasticity of demand for exports. Of course 
this factor of ‘‘ economic size ” may be offset by the posséssion of 
unique facilities for production, but so far as our own position is 
concerned, it is abundantly clear that Providence has not granted 
us this substitute for industry. 

All this assumes the absence of transfers of labour and capital 
between the areas whose fortunes we are considering. And 
so far as we consider the particular geographical groups called 
nations and concentrate upon short-period tendencies, in the 
modern world, with its legal and cultural checks on movement, 
this assumption is not out of touch with reality, as regards 
the human factor. But so far as capital is concerned, it is 
altogether too artificial. If man is of all luggage the most difficult 
to be transported, free capital is the most easy. Now the variation 
of hours in any area will clearly make the investment of capital 
more or less profitable there as compared with investment in other 
areas. Hence so far as new capital is concerned we should expect 
to see the gains or losses resulting from any variation rapidly 
diffused over the whole area of capital investment. The main 
effects of the change, therefore, will be seen in the incomes of the 
immobile factors, labour and property which is not easily trans- 
ferable. Thus, suppose a contraction of hours, a shrinkage of the 
supply of labour not compensated by an enhancement in the total 
value of the product. The return per unit to capital would fall, 
and this would mean that, in the absence of restriction, capital 
would tend to go elsewhere. With less capital the productivity 
of labour would be less, and consequently wages would fall 
still further. Here, too, notice that the effects would be more 
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pronounced in an area that was comparatively small than in one 
that was comparatively extensive. — 


VIII 
That is all I have to say to-day on the broad effects of variations 


. of hours of labour. It is sometimes urged that, beyond this, 


reductions of hours tend to produce dynamic changes in the 
general productive situation, in that they tend to evoke new 
inventions in organisation and technique. Up toa point no doubt 
this is true, and it is a matter which in any particular situation 
deserves the most careful consideration of the negotiating parties.1 
But even the most fervent advocate of this view can hardly 
contend that these improvements in productive efficiency are 
invariably to be associated with changes in hours, in the same way 
as the tendencies I have been discussing. If a scarcity of coal or 
labour stimulates entrepreneurs to new inventions under certain 
conditions, it is certainly a fact to be noted and to be borne in 
mind when policy is being considered. But it is not a tendency 
which is logically implicit in every variation in every conceivable 
situation, and having acknowledged the possibility of its appear- 
ance, we are justified here, I think, in regarding it as a secondary 
complication. 

It remains, therefore, only for me to draw certain conclusions 
from what has been stated already. Two facts, I think, stand out 
clearly from the welter of complications. In the first place is the 
absence of harmony between group incentives and the interests 
of the social income. So far as individuals are concerned, this 
disharmony is not present. What diminishes the prospect of 
income for society diminishes it also for the individual, and 
vice versa. But when certain conditions are not present, this is 
not so for groups of individuals acting concertedly. And this has 
a double implication. (a) On the one hand, it suggests that if we 
are determined to consider the interests of a group as a group—and 
in the modern world such a choice is from time to time forced upon 

1 It is a matter, too, which, together with the parallel argument as regards 
increases of wages, is, I think, capable of further theoretical treatment than it has 
received already. Clearly there must be a point of maximum effectiveness for 
such pressure—it is not to be believed that any reduction of hours or any rise of 
wages must necessarily have healthy dynamic consequences—and it would be 
highly interesting to know something more about the conditions determining the 
position of this maximum in any particular situation. No doubt absolute 
precision here is even harder to attain than in the discussion of static problems. 
But the attempt would be well worth making. So long as there is no quantitative 
element in our dynamic speculations, they must remain the ready instrument of 
economic obscurantism, 
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us—much greater caution than is usually exercised is necessary 
before we recommend to the group conduct which might be 
expedient either for an individual or for society. Deliberately to 
recommend an increase of hours when the conditions of demand 
are not elastic is either very ignorant or very Machiavellian. 
(6) And on the other hand, it suggests that, from the point of view 
of long-period policy, it is possible that in recent years too much 
attention may have been given to the interests of groups as such 
and too little to the importance of movement between groups. In 
saying this I do not wish to prejudge the tremendous issues of 
the relative importance of group and social solidarity. But I 
do suggest that it is well to recognise that exclusive concentration 
on the interests of a group, as a group, does not necessarily imply 
a like preoccupation with the interests of society. The right of an 
industry to remain such and such a size and to secure for itself 
the maximum income under the given circumstances can only be 
maintained at the risk of failing to maximise the income of society. 
This is true of the society in which we live. It is a problem which 
would be equally insistent in any other state of society. Only a 
coramunity that had forsworn the criteria of economy could 
afford to neglect the importance of considerable mobility of 
labour. 

But, on the other hand—and this is my second point—there 
is nothing in all this which justifies the view that the income of 
society as a whole fluctuates inversely with fluctuations in 
efficiency. To argue from the possible success for a group of a 
policy of restriction to the probable success for society as a whole 
of a similar policy is to commit the fallacy of composition. Nor 
can it be urged, I think, that there is any probability that wages 
in general could benefit from such a policy. This is probably true 
of society as a whole in the world as we know it. It is certainly 
true in a small area such as Great Britain. There is nothing in 
general theory to justify the belief that diminutions in hours 
which do not increase efficiency will tend to raise general 
wages, or that increases which do not diminish efficiency will 
tend to lower them. Only those who have never learnt to 
distinguish the general from the particular can urge the contrary 
proposition. 

But notice finally, that this is not in the least to argue that 
increases are desirable or that diminutions are undesirable. Those 
who have become so preoccupied with accumulating the means of a 
good life that they have forgotten that the end is existent may 
argue that men should work so as to secure the maximum product. 


40 THE ECONOMIC JOURNAL [MARCH 1929 


There is nothing in economic science which supports them.!_ The 
relative values which men assign to leisure and the results of 
production determine indeed the phenomena we have to analyse, 
but to pronounce upon the validity of these valuations as such is 
completely outside our province. All that we can do is to attempt 
to exhibit clearly what consequences follow from one choice or 
another, and to do this for one small part of the field of choice is 
all that has been attempted in this paper. 
LIONEL ROBBINS 
New College, Oxford, 
August, 1928. 


1 It is obvious, of course, that such an arrangement will be economical only if 
the last increment of product obtainable is valued more than the leisure that 
has to be sacrificed to obtain it. Even the despised classical economists knew 
this. ‘‘ Happiness is the object to be desired, and we cannot be quite sure that, 
provided he is equally well fed, a man may not be happier in the enjoyment of 
the luxury of idleness than in the enjoyment of the luxuries of a neat cottage and 
good clothes.’’—Ricardo, Letters to Malthus. Ed. Bonar, pp. 138-9. 


STABILITY IN COMPETITION ! 


Arter the work of the late Professor F. Y. Edgeworth one 
may doubt that anything further can be said on the theory of 
competition among a small number of entrepreneurs. However, 
one important feature of actual business seems until recently 
to have escaped scrutiny. This is the fact that of all the pur- 
chasers of a commodity, some buy from one seller, some from 
another, in spite of moderate differences of price. If the pur- 
veyor of an article gradually increases his price while his rivals 
keep theirs fixed, the diminution in volume of his sales will in 
general take place continuously rather than in the abrupt way 
which has tacitly been assumed. 

A profound difference in the nature of the stability of a 
competitive situation results from this fact. We shall examine 
it with the help of some simple mathematics. The form of the 
solution will serve also to bring out a number of aspects of a 
competitive situation whose importance warrants more attention 
than they have received. Among these features, all illustrated 
by the same simple case, we find (1) the existence of incomes not 
properly belonging to any of the categories usually discussed, 
but resulting from the discontinuity in the increase in the number 
of sellers with the demand; (2) a socially uneconomical system of 
prices, leading to needless shipment of goods and kindred devia- 
tions from optimum activities; (3) an undue tendency for com- 
petitors to imitate each other in quality of goods, in location, and 
in other essential ways. 

Piero Sraffa has discussed 2? the neglected fact that a market 
is commonly subdivided into regions within each of which one 
seller is in a quasi-monopolistic position. The consequences 
of this phenomenon are here considered further. In passing we 
remark that the asymmetry between supply and demand, between 
buyer and seller, which Professor Sraffa emphasises is due to the 
condition that the seller sets the price and the buyers the quanti- 


1 Presented before the American Mathematical Society at New York, April 6, 


1928, and subsequently revised. 
2 “ The Laws of Returns Under Competitive Conditions,” Economic JouRNAL, 


Vol. XXXVI. pp. 535-550, especially pp. 544 ff. (December 1926). 


42 THE ECONOMIC JOURNAL [MARCH 


ties they will buy. This condition in turn results from the large 
number of the buyers of a particular commodity as compared 
with the sellers. Where, as in new oil-fields and in agricultural 
villages, a few buyers set prices at which they will take all that 
is offered and exert themselves to induce producers to sell, the 
situation is reversed. If in the following pages the words “ buy ” 
and “ sell’ be everywhere interchanged, the argument remains 
equally valid, though applicable to a different class of businesses. 

Extensive and difficult applications of the Calculus of Varia- 
tions in economics have recently been made, sometimes to 
problems of competition among a small number of entrepreneurs. 
For this and other reasons a re-examination of stability and 
related questions, using only elementary mathematics, seems 
timely. 

Duopoly, the condition in which there are two competing 
merchants, was treated by A. Cournot in 1838.2 His book went 
apparently without comment or review for forty-five years until 
Walras produced his Théorie Mathématique de la Richesse Sociale, 
and Bertrand published a caustic review of both works.? Ber- 
trand’s criticisms were modified and extended by Edgeworth in 
his treatment of duopoly in the Giornale degli Economisti for 
1897,4 in his criticism of Amoroso,5 and elsewhere. Indeed all 
writers since Cournot, except Sraffa and Amoroso,® seem to 
hold that even apart from the likelihood of combination there is 
an essential instability in duopoly. Now it is true that such 
competition lacks complete stability; but we shall see that in a 
very general class of cases the independent actions of two com- 
petitors not in collusion lead to a type of equilibrium much less 
fragile than in the examples of Cournot, Edgeworth and Amoroso. 
The solution which we shall obtain can break down only in case 
of an express or tacit understanding which converts the supposed 


1 For references to the work of C. F. Roos and G. C. Evans on this subject see 
the paper by Dr. Roos, “ A Dynamical Theory of Economics,” in the Journal of 
Political Economy, Vol. XXXV. (1927), or that in the T'ransactions of the American 
Mathematical Society, Vol. XXX. (1928), p. 360. There is also an application 
of the Calculus of Variations to depreciation by Dr. Roos in the Bulletin of the 
American Mathematical Society, Vol. XXXIV. (1928), p. 218. 

2 Recherches sur les Principes Mathématiques de la Théorie des Richesses. 
Paris (Hachette). Chapter VII. English translation by N. T. Bacon, with 
introduction and bibliography by Irving Fisher (New York, Macmillan, 1897 

‘and 1927). 

3 Journal des Savants (1883), pp. 499-508. 

* Republished in English in Edgeworth’s Papers Relating to Political Economy 
(London, Macmillan, 1925), Vol. I. pp. 116-26. 

5 Economic Journal, Vol. XXXII. (1922), pp. 400-7. 

® Lezioni di Economia Mathematica (Bologna, Zanichelli, 1921). 
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competitors into something like a monopoly, or in case of a price 
war aimed at eliminating one of them altogether. 

Cournot’s example was of two proprietors of mineral springs 
equally available to the market and producing, without cost, 
mineral water of identical quality. The demand is elastic, and 
the price is determined by the total amount put on the market. 
If the respective quantities produced are g, and q, the price p 
will be given by a function 


Pp + %)- 
The profits of the proprietors are respectively 


and = + 


The first proprietor adjusts q, so that, when q, has its current 
value, his own profit will be as great as possible. This value of 
may be obtained by differentiating 7,, putting- 


+ + + G2) = 9. 


In like manner the second proprietor adjusts q, so that 


+ + + G2) = 9. 


There can be no equilibrium unless these equations are satisfied 
simultaneously. Together they determine a definite (and equal) 
pair of values of g, and g,. Cournot showed graphically how, if 
a different pair of g’s should obtain, each competitor in turn would 
readjust his production so as to approach as a limit the value 
given by the solution of the simultaneous equations. He con- 
cluded that the actual state of affairs will be given by the common 
solution, and proceeded to generalise to the case of n competitors. 

Against this conclusion Bertrand brought an “ objection 
péremptoire.”’ The solution does not represent equilibrium, for 
either proprietor can by a slight reduction in price take away all 
his opponent’s business and nearly double his own profits. The 
other will respond with a still lower price. Only by the use of 
the quantities as independent variables instead of the prices is 
the fallacy concealed. 

Bertrand’s objection was amplified by Edgeworth, who main- 
tained that in the more general case of two monopolists con- 
trolling commodities having correlated demand, even though not 
identical, there is no determinate solution. Edgeworth gave a 
variety of examples, but nowhere took account of the stabilising 
effect of masses of consumers placed so as to have a natural 
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preference for one seller or the other. In all his illustrations of 
competition one merchant can take away his rival’s entire 
business by undercutting his price ever so slightly. Thus dis- 
continuities appear, though a discontinuity, like a vacuum, is 
abhorred by nature. More typical of real situations is the case 
in which the quantity sold by each merchant is a continuous 
function of two variables, his own price and his competitor’s. 
Quite commonly a tiny increase in price by one seller will send 
only a few customers to the other. 


I 


The feature of actual business to which, like Professor Sraftfa, 
we draw attention, and which does not seem to have been generally 
taken account of in economic theory, is the existence with refer- 
ence to each seller of groups of buyers who will deal with him 
instead of with his competitors in spite of a difference in price. 
If a seller increases his price too far he will gradually lose business 
to his rivals, but he does not lose all his trade instantly when he 
raises his price only a trifle. Many customers will still prefer to 
trade with him because they live nearer to his store than to the 
others, or because they have less freight to pay from his warehouse 
to their own, or because his mode of doing business is more to 
their liking, or because he sells other articles which they desire, 
or because he is a relative or a fellow Elk or Baptist, or on account 
of some difference in service or quality, or for a combination of 
reasons. Such circles of customers may be said to make every 
entrepreneur a monopolist within a limited class and region— 
and there is no monopoly which is not confined to a limited class 
and region. The difference between the Standard Oil Company 
in its prime and the little corner grocery is quantitative rather 
than qualitative. Between the perfect competition and mon- 
opoly of theory lie the actual cases. 

It is the gradualness in the shifting of customers from one 
merchant to another as their prices vary independently which is 
ignored in the examples worked out by Cournot, Amoroso and 
Edgeworth. The assumption, implicit in their work, that all 
buyers deal with the cheapest seller leads to a type of instability 
which disappears when the quantity sold by each is considered 
as a continuous function of the differences in price. The use of 
such a continuous function does, to be sure, seem to violate the 
doctrine that in one market there can at one time be only one 
price. But this doctrine is only valid when the commodity in 
question is absolutely standardised in all respects and when the 
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“ market ” is a point, without length, breadth or thickness. It 
is, in fact, analogous to the physical principle that at one point 
in a body there can at one time be only one temperature. This 
principle does not prevent different temperatures from existing 
in different parts of a body at the same time. If it were supposed 
that any temperature difference, however slight, necessitates a 
sudden transfer of all the heat in the warmer portion of the body 
to the colder portion—a transfer which by the same principle 
would immediately be reversed—then we should have a thermal 
instability somewhat resembling the instability of the cases of 
duopoly which have been discussed. To take another physical 
analogy, the earth is often in astronomical calculations considered 
as a point, and with substantially accurate results. But the 
precession of the equinoxes becomes explicable only when account 
is taken of the ellipsoidal bulge of the earth. So in the theory of 
value a market is usually considered as a point in which only one 
price can obtain; but for some purposes it is better to consider 
a market as an extended region. 
Consider the following illustration. The buyers of a com- 
modity will be supposed uniformly distributed along a line of 


a A y 


Fia. 1. 
Market of length 1 = 35. In thisexample a = 4,b = 1,% = 14,y = 16. 


length 1, which may be Main Street in a town or a transcontinental 
railroad. At distances a and b respectively from the two ends of 
this line are the places of business of A and B (Fig. 1). Each 
buyer transports his purchases home at a cost ¢ per unit distance. 
Without effect upon the generality of our conclusions we shall 
suppose that the cost of production to A and B is zero, and that 
unit quantity of the commodity is consumed in each unit of time 
in each unit of length of line. The demand is thus at the extreme 
of inelasticity. No customer has any preference for either seller 
except on the ground of price plus transportation cost. In general 
there will be many causes leading particular classes of buyers to 
prefer one seller to another, but the ensemble of such consideration 
is here symbolised by transportation cost. Denote A’s price by 
P1, B’s by po, and let g, and q, be the respective quantities sold. 
Now B’s price may be higher than A’s, but if B is to sell 
anything at all he must not let his price exceed A’s by more than 
the cost of transportation from A’s place of business to his own. 
In fact he will keep his price p, somewhat below the figure p, — 
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c(l — a — b) at which A’s goods can be brought to him. Thus 
he will obtain all the business in the segment of length 6 at the 
right of Fig. 1, and in addition will sell to all the customers in a 
segment of length y depending on the difference of prices and 
lying between himself and A. Likewise A will, if he sells anything, 
sell to all the buyers in the strips of length a at the left and of 
length x to the right of A, where x diminishes as p, — p, increases. 

The point of division between the regions served by the two 
entrepreneurs is determined by the condition that at this place 
it is a matter of indifference whether one buys from A or from B. 
Equating the delivered prices we have 


Py + CX = py + Cy. 
Another equation between x and y is 


ate+y+b=l. 
Solving we find 


so that the profits are 
Py” PriP2 
= Pid, = Py(a + = a — — 


2 
and m= Palla = Palb + y) = — a + — + 

If p, and p, be taken as rectangular co-ordinates, each of 
the last equations represents a family of hyperbolas having 
identical asymptotes, one hyperbola for each value of 7, or zp. 
Some of these curves are shown in Fig. 2, where (as also in Fig. 1) 
we have taken 1 = 35,a = 4,6 =1,c=1. 

Each competitor adjusts his price so that, with the existing 
value of the other price, his own profit will be a maximum. This 
gives the equations 


= +6) = 0, 
from which we endl 
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and 


The conditions 0?,/0p,2{0 and 0z,/0p.2<0, sufficient for a 
maximum of each of the functions 7, and z,, are obviously 
satisfied. 

If the two prices are originally the co-ordinates of the point 
Q in Fig. 2, and if A is the more alert business man of the two, he 
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Conditions of competition for the market of Fig. 1. The co-ordinates repre- 
sent the prices at A’s and B’s shops for the same article. The straight lines 
through # are the two lines of maximum profit. On one of the curves through 
E, A’s profit is everywhere 648; on the other, B’s is 578. The lower curve is the 
locus on which A’s profit is 200. 


will change his price so as to make his profit a maximum. This 
is represented graphically by a horizontal motion to the point R 
on the line 07,/¢p, = 0. This line has the property that every 
point on it represents a greater profit for A than any other point 
having the same ordinate. But presently B discovers that his 
profits can be increased by a vertical motion to the point § on his 
own line of maximum profit. A now moves horizontally to 7. 
Thus there is a gradual approach to the point Z at the intersection 
of the two lines; its co-ordinates are given by the values of p, and 
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p2foundabove. At E there is equilibrium, since neither merchant 
can now increase his profit by changing his price. The same 
result is reached if instead of Q the starting point is any on the 
figure. 

Now it is true that prices other than the co-ordinates of the 
equilibrium point may obtain for a considerable time. Even at 
this. point one merchant may sacrifice his immediate income to 
raise his price, driving away customers, in the hope that his rival 
will dolikewise and thus increase both profits. Indeed if A moves 
to the right from # in Fig. 2 he may reasonably expect that B 
will go up to his line of maximum profit. This will make A’s 
profit larger than at H, provided the representing point has not 
gone so far to the right as K. Without this proviso, A’s position 
will be improved (and so will B’s as compared with £) if only B 
will sufficiently increase p,. In fact, since the demand is inelastic, 
we may imagine the two alleged competitors to be amicably 
exploiting the consumers without limit by raising their prices. 
The increases need not be agreed upon in advance but may pro- 
ceed by alternate steps, each seller in turn making his price higher 
than the other’s, but not high enough to drive away all business. 
Thus without a formal agreement the rivals may succeed in making 
themselves virtually a monopoly. Something of a tacit under- 
standing will exist that prices are to be maintained above the 
level immediately profitable in order to keep profits high in the 
long run. 

But understandings between competitors are notoriously 
fragile. Let one of these business men, say B, find himself 
suddenly in need of cash. Immediately at hand he will have a 
resource: Let him lower his price a little, increasing his sales. 
His profits will be larger until A decides to stop sacrificing business 


1 The solution given above is subject to the limitation that the difference 
between the prices must not exceed the cost of transportation from Ato B. This 
means that ZH must lie between the lines p, — p, = + c(t — a — b) on which the 
hyperbolic arcs shown in Fig. 2 terminate. It is easy to find values of the 
constants for which this condition is not satisfied (for example, / = 20, a = 11, 
6 = 8,c = 1). Insuchacase the equilibrium point will not be and the expres- 
sions for the p’s, q’s and z’s will be different; but there is no essential difference 
either in the stability of the system or in the essential validity of the subsequent 
remarks. A’s locus of maximum profit no longer coincides with the line 07, /dp, = 
0, but consists of the portion of this line above its intersection with p, — p, = 
c(t — a — b), and of the latter line below this point. Likewise B’s locus of 
maximum profit consists of the part of the line 07,/0p, = 0 to the right of its 
intersection with p, — p, = c(l — a — b), together with the part of the last line 
to the left of this point. These two loci intersect at the point whose co-ordinates 
are, for a>b, 

Pp, = — 3a — p, = 2c(l — a), 
and the type of stability is the same as before. 
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and lowers his price to the point of maximum profit. B will 
now be likely to go further in an attempt to recoup, and so the 
system will descend to the equilibrium position H. Here neither 
competitor will have any incentive to lower his price further, 
since the increased business obtainable would fail to compensate 
him. 

Indeed the difficulties of maintaining a price-fixing agreement 
have often been remarked. Not only may the short-sighted 
cupidity of one party send the whole system crashing through 
price-cutting; the very fear of a price cut will bring on a cut. 
Moreover, a price agreement cannot be made once for all; where 
conditions of cost or of demand are changing the price needs 
constant revision. The result is a constant jarring, an always 
obvious conflict of interests. As a child’s pile of blocks falls to” 
its equilibrium position when the table on which it stands is 
moved, so a movement of economic conditions tends to upset 
quasi-monopolistic schemes for staying above the point For 
two independent merchants to come to an agreement of any sort 
is notoriously difficult, but when the agreement must be made all 
over again at frequent intervals, when each has an incentive for 
breaking it, and when it is frowned upon by public opinion and 
must be secret and perhaps illegal, then the pact is not likely to 
be very durable. The difficulties are, of course, more marked if 
the competitors are more numerous, but they decidedly are present 
when there are only two. 

The details of the interaction of the prices and sales will, of 
course, vary widely in different cases. Much will depend upon 
such market conditions as the degree of secrecy which can be 
maintained, the degree of possible discrimination among cus- 
tomers, the force of habit and character as affecting the reliance 
which each competitor feels he can put in the promises of the 
other, the frequency with which it is feasible to change a price 
or a rate of production, the relative value to the entrepreneur of 
immediate and remote profits, andsoon. But always there is an 
insecurity at any point other than the point H which represents 
equilibrium. Without some agreement, express or tacit, the 
value of p, will be less than or equal to the abscissa of K in 
Fig. 2; and in the absence of a willingness on the part of one of 
the competitors to forgo immediate profits in order to maintain 
prices, the prices will become the co-ordinates of Z. 

One important item should be noticed. The prices may be 
maintained in a somewhat insecure way above their equilibrium 
values but will never remain below them. For if either A or B 
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has a price which is less than that satisfying the simultaneous 
equations it will pay him at once to raise it. This is evident from 
the figure. Strikingly in contrast with the situation pictured by 
Bertrand, where prices were for ever being cut below their cal- 
culated values, the stabilising effect of the intermediate customers 
who shift their purchases gradually with changing prices makes 
itself felt in the existence of a pair of minimum prices. For a 
prudent investor the difference is all-important. 

It is, of course, possible that A, feeling stronger than his 
opponent and desiring to get rid of him once for all, may reduce 
his price so far that B will give up the struggle and retire from the 
business. But during the continuance of this sort of price war 
A’s income will be curtailed more than B’s. In any case its 
possibility does not affect the argument that there is stability, 
since stability is by definition merely the tendency to return after 
small displacements. A box standing on end is in stable equi- 
librium, even though it can be tipped over. 


II 


Having found a solution and acquired some confidence in it, 
we push the analysis further and draw a number of inferences 
regarding a competitive situation. 

When the values of the p’s and q’s obtained on p. 46 are 
substituted in the previously found expressions for the profits we 


have 


The profits as well as the prices depend directly upon c, the 
unit cost of transportation. These particular merchants would 
do well, instead of organising improvement clubs and booster 
associations to better the roads, to make transportation as difficult 
as possible. Still better would be their situation if they could 
obtain a protective tariff to hinder the transportation of their 
commodity between them. Of course they will not want to 
impede the transportation of the supplies which come to them; 
the object of each is merely to attain something approaching a 
monopoly. 

Another observation on the situation is that incomes exist 
which do not fall strictly within any of the commonly recognised 
categories. The quantities 7, and z, just determined may be 
classified as monopoly profits, but only if we are ready to extend 
the term “ monopoly ”’ to include such cases as have been con- 
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sidered, involving the most outright competition for the marginal 
customer but without discrimination in his favour, and with no 
sort of open or tacit agreement between the sellers. These profits 
certainly do not consist of wages, interest or rent, since we have 
assumed no cost of production. This condition of no cost is not 
essential to the existence of such profits. If a constant cost of 
production per unit had been introduced into the calculations 
above, it would simply have been added to the prices without 
affecting the profits. Fixed overhead charges are to be sub- 
tracted from 7, and z, but may leave a substantial residuum. 
These gains are not compensation for risk, since they represent a 
minimum return. They do not belong to the generalised type of 
“ rent,”’ which consists of the advantage of a producer over the 
marginal producer, since each makes a profit, and since, moreover, 
we may suppose a and b equal so as to make the situation sym- 
metrical. Indeed z, and z, represent a special though common 
sort of profit which results from the fact that the number of sellers 
is finite. If there are three or more sellers, income of this kind 
will still exist, but as the number increases it will decline, to be 
replaced by generalised “rent” for the better-placed producers 
and poverty for the less fortunate. The number of sellers may 
be thought of as increasing as a result of a gradual increase in 
the number of buyers. Profits of the type we have described 
will exist at all stages of growth excepting those at which a new 
seller is just entering the field. 

As a further problem, suppose that A’s location has been fixed 
but that B is free to choose his place of business. Where will he 
set up shop? Evidently he will choose b so as to make 

—a\? 

m= 
as large as possible. This value of b cannot be found by differ- 
entiation, as the value thus determined exceeds / and, besides, 
yields a minimum for z, instead of a maximum. But for all 
smaller values of b, and so for all values of b within the conditions 
of the problem, 7, increases with b. Consequently B will seek to 
make 6b as large as possible. This means that he will come just 
as close to A as other conditions permit. Naturally, if A is not 
exactly in the centre of the line, B will choose the side of A towards 
the more extensive section of the market, making 6 greater than a.! 

1 The conclusion that B will tend to gravitate infinitesimally close to A 
requires a slight modification in the particular case before us, but not in general. 


In the footnote on p. 48 it was seen that when A and B are sufficiently close 
together, the analytic expressions for the prices, and consequently the profits, 
E 2 


L 
} 
, 
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This gravitation of B towards A increases B’s profit at the 
expense of A. Indeed, as appears from the expressions on p. 46, 
if b increases so that B approaches A, both g, and p, increase while 
q, and p, diminish. From B’s standpoint the sharper competition 
with A due to proximity is offset by the greater body of buyers 
with whom he has an advantage. But the danger that the 
system will be overturned by the elimination of one competitor 
is increased. The intermediate segment of the market acts as a 
cushion as well as a bone of contention ; when it disappears we 
have Cournot’s case, and Bertrand’s objection applies. Or, 
returning to the analogy of the box in stable equilibrium though 
standing on end, the approach of B to A corresponds to a diminu- 
tion in size of the end of the box. 


It has become common for real-estate subdividers in the 
United States to impose restrictions which tend more or less to 
fix the character of future businesses in particular locations. 
Now we find from the calculations above that the total profits 
of A and B amount to 


Thus a landlord or realtor who can determine the location of 
future stores, expecting to absorb their profits in the sales value 
of the land, has a motive for making the situation as unsym- 
metrical as possible; for, the more the lack of symmetry, the 
greater is (a — b)?, which appears in the expression above for 


+ 


Our example has also an application to the question of capital- 
ism v. socialism, and contributes an argument to the socialist 
side. Let us consider the efficiency of our pair of merchants in 
serving the public by calculating the total of transportation 
charges paid by consumers. These charges for the strip of length 


@ amount to c | ‘dt, or 3ca?. Altogether the sum is 
0 
$c(a? + + + y?). 


are different. By asimple algebraic calculation which will not here be reproduced 
it is found that B’s profits 7, will increase as B moves from the centre towards A, 
only if the distance between them is more than four-fifths of the distance from 
A to the centre. If B approaches more closely his profit is given by 7, = bc(3l — 
a — 3b), and diminishes with increasing 6. This optimum distance from A is, 
however, an adventitious feature of our problem resulting from a discontinuity 
which is necessary for simplicity. In general we should consider g, and g, as 
continuous functions of p, and p,, instead of supposing, as here, that as p, — p; 
falls below a certain limit, a great mass of buyers shift suddenly from B to A. 
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Now if the places of business are both fixed, the quantities 
a,b and x + y are all determined. The minimum total cost for 
transportation will be achieved if, for the given value of x + y, the 
expression x? + y?isa minimum. This will be the case if x and y 
are equal. 

But x and y will not be equal unless the prices p, and p, are 
equal, and under competition. this is not likely to be the case. 
If we bar the improbable case of A and B having taken up sym- 
metrical positions on the line, the prices which will result from 
each seeking his own gain have been seen to be different. If the 
segment a in which A has a clear advantage is greater than J, 
then A’s price will be greater than B’s. Consequently some 
buyers will ship their purchases from B’s store, though they are 
closer to A’s, and socially it would be more economical for them to 
buy from A. If the stores were conducted for public service 
rather than for profit their prices would be identical in spite of 
the asymmetry of demand. - 

If the stores be thought of as movable, the sesnaladiaies of 
private profit-seeking management becomes even more striking. 
There are now four variables, a, b, x and y, instead of two. Their 
sum is the fixed length J, and to minimise the social cost of trans- 
portation found above we must make the sum of their squares as 
small as possible. As before, the variables must be equal. This 
requires A and B to occupy symmetrical positions at the quartiles 
of the market. But instead of doing so they crowd together as 
closely as possible. Even if A, the first in the field, should settle 
at one of these points, we have seen that B upon his arrival will 
not go to the other, but will fix upon a location between A and the 
centre and as near A as possible.1_ Thus some customers will have 
to transport their goods a distance of more than 3/, whereas with 
two stores run in the public interest no shipment should be for a 
greater distance than jl. 

If a third seller C appears, his desire for as large a market as 
possible will prompt him likewise to take up a position close to A 
or B, but not between them. By an argument similar to that just 
used, it may be shown that regard only for the public interest 
would require A, B and C each to occupy one of the points at 
distances one-sixth, one-half and five-sixths of the way from one 
end of the line to the other. As more and more sellers of the same 
commodity arise, the tendency is not to become distributed in 
the socially optimum manner but to cluster unduly. 

The importance and variety of such agglomerative tendencies 

1 With the unimportant qualification mentioned in the footnote on p. 48. 
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become apparent when it is remembered that distance, as we have 
used it for illustration, is only a figurative term for a great 
congeries of qualities. Instead of sellers of an identical commodity 
separated geographically we might have considered two competing 
cider merchants side by side, one selling a sweeter liquid than the 
other. If the consumers of cider be thought of as varying by 
infinitesimal degrees in the sourness they desire, we have much 
the same situation as before. The measure of sourness now 
replaces distance, while instead of transportation costs there are 
the degrees of disutility resulting from a consumer getting cider 
more or less different from what he wants. The foregoing con- 
siderations apply, particularly the conclusion that competing 
sellers tend to become too much alike. 

The mathematical analysis thus leads to an observation of 
wide generality. Buyers are confronted everywhere with an 
excessive sameness. When a new merchant or manufacturer sets 
up shop he must not produce something exactly like what is 
already on the market or he will risk a price war of the type dis- 
cussed by Bertrand in connection with Cournot’s mineral springs. 
But there is an incentive to make the new product very much like 
the old, applying some slight change which will seem an improve- 
ment to as many buyers as possible without ever going far in this 
direction. The tremendous standardisation of our furniture, our 
houses, our clothing, our automobiles and our education are due 
in part to the economies of large-scale production, in part to 
fashion and imitation. But over and above these forces is the 
effect we have been discussing, the tendency to make only slight 
deviations in order to have for the new commodity as many 
buyers of the old as possible, to get, so to speak, between one’s 
competitors and a mass of customers. 

So general is this tendency that it appears in the most diverse 
fields of competitive activity, even quite apart from what is called 
economic life. In politics it is strikingly exemplified. The 
competition for votes between the Republican and Democratic 
parties does not lead to a clear drawing of issues, an adoption of 
two strongly contrasted positions between which the voter may 
choose. Instead, each party strives to make its platform as much 
like the other’s as possible. Any radical departure would lose 
many votes, even though it might lead to stronger commendation 
of the party by some who would vote for it anyhow. Each 
candidate ‘‘ pussyfoots,” replies ambiguously to questions, refuses 
to take a definite stand in any controversy for fear of losing votes. 
Real differences, if they ever exist, fade gradually with time 
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though the issues may be as important as ever. The Democratic 
party, once opposed to protective tariffs, moves gradually to a 
position almost, but not quite, identical with that of the Repub- 
licans. It need have no fear of fanatical free-traders, since they 
will still prefer it to the Republican party, and its advocacy of a 
continued high tariff will bring it the money and votes of some 
intermediate groups. 


The reasoning, of course, requires modification when applied 
to the varied conditions of actual life. Our example might have 
been more complicated. Instead of a uniform distribution of 
customers along a line we might have assumed a varying density, 
but with no essential change in conclusions. Instead of a linear 
market we might suppose the buyers spread out ona plane. Then 
the customers from one region will patronise A, those from 
another B. The boundary between the two regions is the locus 
of points for which the difference of transportation cqsts from 
the two shops equals the difference of prices, i.e. for which the 
delivered price is the same whether the goods are bought from A 
or from B. If transportation is in straight lines (perhaps by aero- 
plane) at a cost proportional to the distance, the boundary will 
be a hyperbola, since a hyperbola is the locus of points such that 
the difference of distances from the foci is constant. If there are 
three or more sellers, their regions will be separated from 
each other by arcs of hyperbolas. If the transportation is 
not in straight lines, or if its cost is given by such a com- 
plicated function as a railroad freight schedule, the boundaries 
will be of another kind; but we might generalise the term hyper- 
bola (as is done in the differential geometry of curved surfaces) 
to include these curves also. 

The number of dimensions of our picture is increased to three 
or more when we represent geometrically such characters as 
sweetness of cider, and instead of transportation costs consider 
more generally the decrement of utility resulting from the actual 
commodity being in a different place and condition than the buyer 
would prefer. Each homogeneous commodity or service or entre- 
preneur in a competing system can be thought of as a point 
serving a region separated from other such regions by portions of 
generalised hyperboloids. The density of demand in this space 
is in general not uniform, and is restricted toa finite region. It 
is not necessary that each point representing a service or commod- 
ity shall be under the control of a different entrepreneur from 
every other. On the other hand, everyone who sells an article 
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in different places or who sells different articles in the same place 
may be said to control the prices at several points of the symbolic 
space. The mutual gravitation will now take the form of a 
tendency of the outermost entrepreneurs to approach the 
cluster. 

Two further modifications are important. One arises when 
it is possible to discriminate among customers, or to sell goods at a 
delivered price instead of a fixed price at store or factory plus 
transportation. In such cases, even without an agreement 
between sellers, a monopoly profit can be collected from some 
consumers while fierce competition is favouring others. This 
seems to have been the condition in the cement industry about 
which a controversy raged a few years ago, and was certainly 
involved in the railroad rebate scandals. 

The other important modification has to do with the elasticity 
ofdemand. The problem of the two merchants on a linear market 
might be varied by supposing that each consumer buys an amount 
of the commodity in question which depends on the delivered price. 
If one tries a particular demand function the mathematical 
complications will now be considerable, but for the most general 
problems elasticity must be assumed. The difficulty as to 
whether prices or quantities should be used as independent 
variables can now be cleared up. This question has troubled 
many readers of Cournot. The answer is that either set of 
variables may be used; that the q’s may be expressed in terms of 
' the p’s, and the p’s in terms of the g’s. This was not possible in 
Cournot’s example of duopoly, nor heretofore in ours. The sum 
of our g’s was constrained to have the fixed value /, so that they 
could not be independent, but when the demand is made elastic 
the constraint vanishes. 

With elastic demand the observations we have made on the 
solution will still for the most part be qualitatively true; but the 
tendency for B to establish his business excessively close to A will 
be less marked. The increment in B’s sales to his more remote 
customers when he moves nearer them may be more than com- 
pensation to him for abandoning some of his nearer business to 
A. In this case B will definitely and apart from extraneous 
circumstances choose a location at some distance from A. But 
he will not go as far from A as the public welfare would require. 
The tempting intermediate market will still have an influence. 

In the more general problem in which the commodities pur- 
veyed differ in many dimensions the situation is the same. The 
elasticity of demand of particular groups does mitigate the 
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tendency to excessive similarity of competing commodities, but 
not enough. It leads some factories to make cheap shoes for the 
poor and others to make expensive shoes for the rich, but all the 
shoes are too much alike. Our cities become uneconomically 
large and the business districts within them are too concentrated. 
Methodist and Presbyterian churches are too much alike; cider 
is too homogeneous. 

Haroip HorTeLLine 

Stanford University, 
California. 


INCREASED OUTPUT PER HEAD IN INDUSTRY IN 
THE U.S.A. AND U.K. 


In Memorandum No. 6 published by the Royal Economic 
Society, dealing with the output of industry in the United King- 
dom in 1924, the results of the 1924 Census of Production were 
compared with those for 1907 to obtain some indication of the 
change in output per head, and a rough calculation was also 
made for the U.S.A. over the same period by correcting indexes 
of physical production to allow for growth of population. 

The result obtained for the U.S.A. has been criticised as too 
low in view of figures frequently quoted in this connection. 
Perhaps the most general statement involving the most invidious 
comparison with the United Kingdom is contained in the Report 
of the Committee on Industry and Trade (Further Factors in 
Industrial and Commercial Efficiency), which, after suggesting that 
the increase in the volume of output per head in the U.K. between 
1907 and 1924 was relatively slight, quotes an estimate that in. 
the U.S.A. between 1904 and 1925 the rates of increase of net 
industrial production and of horse power per head of employees 
were almost identical, viz., about 64 per cent. 

Another calculation, conveying the impression of a striking 
increase in output per head in manufacture in the U.S.A. quotes 
the increase between 1919 and 1925 at 40 per cent. 


TABLE I 
No. of salaried | Wage-earners, Value Wholesale 
officers and average added by price index 
employees number manufacture 
000). (000). (Mn. dollars). 1913 = 100. 
1899 364 4713 4881 75 
1904 520 5468 6294 86 
1909 790 6615 8529 97 
1914 964 7036 9878 98 
1919 1429 8990 24748 206 
1921 1141 6938 18272 147 
1923 1350 8768 25777 154 
1925 1340 8384 26778 159 


The data for these calculations are mostly derived from the 
results of the official Census of Manufactures conducted by the 
Department of Commerce. These results were not quoted in 
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Memorandum No. 6, since the U.S.A. census years did not coincide 
with the period under review. The present article, therefore, is 
intended to supplement the calculations of the Memorandum 
with the help of the Census results and other available informa- 
tion. The General Census Statistics of Manufactures in the U.S.A. 
covering the period 1899 to 1925 are given in Table I. 

The calculations for output-in the U.K. in Memorandum No. 6 
were based on the number of wage-earners, excluding salaried 
employees, and the same procedure is adopted below for the 
U.S.A. The figures in Table I expressed as percentages with 
1899 as base give :— 


TaBLe II 
Value Wholesale 

Wage- added by price Output 

COrners: manufacture. index. per head 
1899 . 100 100 100~ - 100 
1904 . 116 130 114 98 
1909 . 140 177 129 98 
1914. 149 212 131 104 
1919 . 191 512 275 105 
1921 . 147 378 196 131 
1923. 186 534 205 132 
1925. 178 554 212 147 


The figures in the last column, for relative output per head, are 
obtained by the admittedly crude method of correcting the value 
of the output by the change in the wholesale price index, and 
then for the increase in the number of workers. It is interesting 
to compare these results with those given by W. Thomas in an 
article on Increased Efficiency of American Industry, printed in 
the American Economic Review Supplement for March 1928, 
p. 122.: Mr. Thomas has based his calculation directly on quan- 
titative production figures derived from statistics of physical 
volume of production, and his figures for the aumber of persons 
engaged include salaried employers and proprietors as well as 
wage-earners. He gives the relative output per worker in 
manufactures as follows :— 


Taste III 
1899. : . 100 
1904. i . 104 
1909 . lo 
1914 . . 108 
1919. : . 104 
1921 . ‘ 
1923. . 132 


1925. ‘ 147 
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The general movement indicated in Table IIT shows a fair corre- 
spondence with the results of Table II, with a rather remarkable 
coincidence in the last two figures. The only wide discrepancy 
is for the year 1921. This can be largely explained by the fact 
that, in Mr. Thomas’ calculation, the inclusion of salaried 
employers raises the relative figure for the number of persons 
engaged (in 1921, a year of slump, the number of wage-earners 
was reduced in a much greater proportion, compared with the 
salaried personnel), and also because the correction for price 
changes is particularly unsatisfactory for 1921, when the index 
(1913 = 100) fell 30 points over the year. 

The result obtained for 1921 in Table II must therefore be 
rejected : otherwise the method of correcting the value of net 
output for general price changes does not seem to work out as 
unsatisfactorily as is often suggested. 

An interesting point that emerges is the comparatively low 
level of output per head in 1919 and 1921. This confirms the 
impression, also obtained by observation in this country, that 
the post-war boom was characterised by a relatively low total 
output produced by swollen labour staffs and sold at very high 
prices. In 1919, asserts Mr. Thomas, owing to post-war adjust- 
ments industrial efficiency was at a notoriously low level. It 
follows that the great increase in output per person in the U.S.A. 
between 1909 and 1925 was a late development brought about 
in the last four years of the period. The quotation of the post- 
war increased output in the U.S.A., with the implication that it 
is typical of the movement over the whole period under review 
does not present the case correctly. 

Since the issue of Memorandum No. 6 the Board of Trade has 
published its summary of the Preliminary Reports of the 1924 
Census of Production (Board of Trade Journal, September 20, 
1928). This summary deals with the results for Great Britain 
only, whereas the Memorandum included the totals for Northern 
Ireland. In the Board of Trade comparison with 1907 the figures 
for Ireland are excluded in both years and outworkers are excluded 
from the number employed. The total exclusion of Ireland 
removes a limitation which affected the comparison between 
1907 and 1924 made in Memorandum No. 6, but, as suggested in 
that Memorandum, the results are not greatly altered. Another 
correction, not made in the Memorandum, is the exclusion of 
the amounts of excise duties entering into the net output totals. 
The value added by these duties is not, of course, represented 
by physical output, and since such duties have very considerably 
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increased compared with the pre-war period, their exclusion 
reduces the original 1924 values in a greater measure. 
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Great Britain. 


As relatives. 


1907. 


1924. 


1907. 


1924. 


Gross output (£Mn.) | 1698 3853 
Cost of material and of work | iter out to 
be done on goods. (£ Mn.) | 1009 2156 
Net output (£Mn.) | 689 1697 100 246 
Less excise duties included. 2 14 93 


(£Mn.) | 675 1604 100 238 1 
Numbersemployed . . (000) | 6687-5 | 7612-8 100 113-8 
Net output per person employed - (£) | 100-9 210-8 100 209 


It may be of interest to record the separate results for Northern 
Ireland in 1924 :— 


Gross value of output w» 
Net value of output £24 Mn. 
Numbers employed 158,500. 
Net output per person uleved. £151. 


The Board of Trade is rightly chary of selecting any definite 
figure representing the change in prices over the period, which 
could be employed to reduce the 1924 output to 1907 values. 
The rise in the general index of wholesale prices over the period 
is given as between 83 and 88 per cent. If we apply the higher 
figure—and the Board of Trade is careful not to do so—the 
quantum of the total net output in 1924 would show an increase 
on the 1907 quantum of 27 per cent. and the output per head an 
increase of 11 per cent. Since the use of the general wholesale 
price index to correct changes in the value of the net output 
seems to have worked out satisfactorily in the case of the U.S.A., 
the results obtained for Great Britain by the same method should 
not be rejected summarily. If we could accept this result, the 
increase in output, although not satisfactory over so long a 
period, is large enough to warrant some modification of the 
pessimistic conclusions concerning British industry, based on the 
assumption of no increase in output per head. Moreover, it fits 
in better with observed facts concerning the rise in the standard 
of living. 

The Board of Trade seems inclined to favour the assumption 


1 Incorrectly stated in the Board of Trade Journal, September 20, 1928, 
Supplement, p. viii, col. 2, as a rise of 128 per cent. 
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of an average rise of about 100 per cent. in prices between 1907 
and 1924, and on this assumption total net output would show 
an increase of 19 per cent. and output per head an increase of 
5 percent. The Board points out, what is clear from the relative 
figures for net output per head shown in the table above, that 
“if net output per head was only as great in 1924 as in 1907, 
the net effect of price changes cannot have been greater than 
that arising from a uniform increase of about 109 per cent. in 
prices.” 
We may summarise these calculations as follows :— 


; Total quantitative net | Quantitative output per 
Price Index for 1924. pa ae in 1924. head in 1984. 
(1907 = 100.) (1907 = 100.) (1907 = 100.) 

180 132 115 
190 125 110 
200 119 105 
210 113 100 


Professor Bowley, in his Memorandum on a New Index 
Number of Wages (see Memorandum No. 12 of the Royal 
Economic Society), has presented a calculation of output changes 
in a somewhat different form. The gross output of 1924 is reduced 
to 1907 values by taking the change of price in manufactures 
over the period as + 95 per cent.; the cost of materials in 1924 
is similarly reduced to 1907 values, but the change of price in 
this case is taken as + 75 per cent. Subtraction of the second 
result from the first gives the 1924 total net output in 1907 values 
and the increase works out at 13 per cent. Since the number of 
persons employed increased by 13-8 per cent. the conclusion is 
that output per head in 1924 was nearly the same as in 1907. 

A rough interpolation in the U.S. results tabled above indicates 
an increase of about 30 per cent. in output per head in 1924 
compared with 1907, and, as shown above, the increase was 
crowded into the last few years. Whether this increased output 
is a result of prosperity or the prosperity a result of the increased 
output, is not within the purview of this paper. It may be 
asserted, however, that at no time since 1920, and probably not 
even in that year, has the productive capacity of British labour 
and equipment been fully extended. 

G. L. Scuwartz 


SOME RECENT PUBLICATIONS ONjJINTER-ALLIED 
INDEBTEDNESS AND REPARATIONS. 


Das internationale Schuldenproblem by J. Friepricu in Moll’s 
Probleme des Geld und Finanzwesens, Bd. VII. (Leipsic : 
Ak. Verlagsges. 1928. Pp. 352.) 

The War Debts. An American view. By P. Dexter and J. H. 
Sepewick. (New York: Macmillan. 1928. Pp. 173.) 
Befreiungspolitik oder Beleihungspolitik? By M.J.Bonn. (Ber- 

lin: S. Fischer. 1928. Pp. 139.) 

American Loans toGermany. By R.R.Kuozynsxi. (New York : 
Macmillan. 1928. Pp. 378.) 

Transfer des réparations et le plan Dawes. By H. D. GIDEONSE. 
(Lausanne: Payot. 1928. Pp. 124.) 

Reparationslasten und Kapitalbildung, B. 174. IV., Schr. d. Ver. f. 
Sozialp. By H. Rirscnt. (Munich: Duncker. 1928. 
Pp. 36.) 

Il problema delle reparazioni. By E. Fossati, con pref. del. 
Pror. P. Surino. (Pavia: Universita. 1928.) 

The International Accounts. By C. Lewis. (New York: 
Macmillan. 1928. Pp. 170.) 


THE literature on inter-allied indebtedness and reparations is 
growing every day. Dr. Friedrich’s book is a noteworthy contri- 
bution to this question. The title, however, is somewhat mis- 
leading. Instead of “The International Debt Problem” it 
should be called: “The History and Present Position of Inter- 
allied Indebtedness.” 

As a general review of the origin and the preliminary settle- 
ment of inter-allied indebtedness Dr. Friedrich’s book is a good 
systematic survey of the whole question. The author has studied 
with great care all the materials concerning inter-allied debts and 
the immense literature on this subject. There are no original or 
important conclusions; perhaps the nationality of the author 
induced him to treat the inter-allied debt problem with some 
reserve, and he confined himself to a systematic review and 
statistical compilation—and he has done it with ability. We may 
note only that the author lays great stress on the fact that the 
Allied debtor nations have always tried to make their debts and 
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reparation payments interdependent (p. 121), and that in practice 
America becomes the ultimate receiver of the payments under the 
Dawes plan (p. 323), although all the Governments professed not 
to confuse the question of reparations with the question of debts. 
And the final settlement of inter-allied indebtedness, Dr. Friedrich 
contends, seems to be possible only with the simultaneous settle- 
ment of reparation payments (p. 137). 

The author devotes much attention to the transfer problem. 
He thinks that this problem has not been considered with all the 
seriousness it deserves, because usually in the practical settlement 
the Allied Governments were guided only by capacity to pay. At 
the same time the debtor nations have tried to safeguard them- 
selves in this respect by means of their demands against their own 
debtors or German reparations. Dr. Friedrich quite rightly 
describes the difficulties of the transfer problem : not only never 
before have economic difficulties of that kind been known (because 
only the Great War has created immense international debts with 
no assets behind them), but the chief creditor nations inevitably 
resort to protection, or antidumping, or safeguarding and reject 
deliveries in kind. Therefore reinvestment in the debtor nations 
became a necessity and a natural consequence. 

The restoration of a stable currency and of a balanced budget 
were indispensable measures for the resumption of debt payments. 
The comparatively small initial instalments seem to be agreed to 
as a matter of precaution and in the concealed hope of further 
readjustment and alleviation. Dr. Friedrich gives a short review 
of the principal opinions on the moral and economic aspects of 
inter-allied indebtedness, and illustrates the inadequacy of all 
calculations of the so-called taxable capacity of the individual 
nations. 

A good bibliography and statistical tables on the movement of 
inter-allied indebtedness are added in the appendix. 

The book by Messrs. Dexter and Sedgwick is simply an attempt 
to draw together and consider the validity of some of the arguments 
for and against the payment of the war debts due to the United 
States. They consider that the present relations between the 
United States and the Allies are unsatisfactory, and that there is a 
growing antipathy in Europe to the United States. The desire of 
the United States to collect debts being the occasion and one of the 
causes of this enmity, the authors try to formulate ‘‘ an American 
view ”’ on the subject. It is not a “learned book,” there are no 
footnote references to authorities or descriptions of the origin and 
nature of the Allied debts. — 


244 
* 


1929] INTER-ALLIED INDEBTEDNESS AND REPARATIONS 65 


The authors criticise at some length especially Mr. Snowden’s 
arguments for the cancellation of the Allied debt, and resent the 
expression used by Mr. Snowden, who called this debt an 
“enormous annual tribute’; the Americans “are, in fact, 
receiving payment of money which they lent and which the 
borrowers undertook to repay.” 

Messrs. Dexter and Sedgwick think that “ the question of the 
war debts is not to be settled wholly by cold reasoning, and still 
less is it a legal question,’ but nevertheless they are inclined to 
give up what makes the conscience of some of their countrymen 
such as Professor Taussig uneasy. “If Americans can afford,” 
they say, “‘ to give up the money, they may do well to relieve the 
Allies from the reminder of inferiority ” of a debtor Government, 
because ‘‘ Sentiment is a factor in this present world of close 
communication and annihilated distances which the books and 
blackboards generally forget.”’ 

At last they come to the conclusion that Americans would do 
well to cancel the debts and put the burden of paying them on 
American taxpayers, provided they can make Europe really 
understand that it will not be possible to induce the United States 
to finance their next war. In the meantime Americans will also 
do weli, they say, to stop lecturing Europe and instructing 
foreigners as to their own moral superiority, the magnificence of 
their ideals and the excellence of their methods in dealing with all 
human affairs. 

Befreiungspolitik oder Belethungspolitik ? by Professor Bonn, 
is a theoretical discussion of the Reparations problem in popular 
form. He points out that reparations payments have been 
successful only because of subsequent reborrowing from America. 
Such a policy of borrowing does not lead to the liberation of 
Germany. The chief problem of reparations is the determination 
of the exact amount of Germany’s debt. The author favours the 
substitution of the present reparation debt for privately floated 
debentures which will do away with the financial control of foreign 
nations and liberate the occupied regions of Germany. Such a 
substitution can be achieved only if the whole reparation debt is to 
be fixed at an amount bearable by the German nation. 

The possibility of reparation payments will depend on a 
balanced State budget : not only should deficit be avoided at any 
price, but the system of an “‘ extraordinary budget ” which in the 
past used to be covered by new loans should be abolished. The 
author does not fear the rise of unemployment and the temporary 
lowering of the national standard in this case because — rigid 
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retrenchment and saving can alleviate the present position. Above 
all, the economic policy of Germany must be directed towards low 
production costs in German industry: the system of protective 
tariffs cannot help in existing circumstances. Still the margin left 
in the State budget after the deduction of revenues mortgaged for 
reparation payments is too narrow, and there is little hope that it 
will suffice. 

No doubt Professor Bonn’s theoretical discussion of the 
reparation problem is very able and impartial. But unfortunately 
it is, to my mind, too abstract and does not go to the root of the 
most important points at issue. It is no use talking about 
substitution of the reparation debt for private debentures before 
final settlement of the total amount of this debt. In practice it is 
impossible to avoid discussion of the so-called ‘‘ capacity to pay,” 
and here there are hardly any standards to be referred to. The 
reorganisation of industry, low cost of production and free trade 
are principles of paramount importance, but their realisation is 
confronted with insuperable difficulties. 

Germany’s capacity to pay and all the principles to be observed 
in this case have not yet been made sufficiently clear in the existing 
literature and official publications. Undoubtedly, no definite 
criteria can be formulated, and very often the discussion of this 
delicate question is obscured or influenced by the nationality or 
personal sympathies of the writers. Still, one deduction seems to 
be certain : much will simply depend on the attitude of America 
towards the Allied indebtedness, and there will be much friction 
between the reparation creditor nations and Germany; as soon 
as America shows its willingness to make concessions, the Allied 
governments will reduce their claims too. 

There is no practical possibility for Europe of repaying its 
enormous debt to America without endangering European economic 
prosperity and European social peace. Imagine that a modern 
Portiawere to insist on repayment of the Allied debt of 2400 millions 
according to what “the words (of the agreements) expressly 
are,” viz. “‘in the United States gold coin of the present standard 
of weight and fineness ”; it would take exactly one hundred and 
seven years to recount this money, if the money were to be delivered 
at the rate of two hundred half-eagles or sovereigns a minute during 
six office hours a day and 310 days a year. And still less to my 
mind is Germany capable of enduring for decenniums to come the 
present burden of the Dawes plan payments, at any rate by 
ordinary means of a normal trade balance, without endangering 

its normal economic development and social peace. 
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The American relending to Germany means only a postpone- 
ment of an ultimate payment. A foreign debt with no assets 
behind it is always a calamity. Some kind of dumping and 
similar devices will be necessary, and the creditor nations will 
certainly try to protect themselves. 

The tax burden of the individual nations is no appropriate 
criterion for measuring their respective capacities to pay : at any 
rate, in calculation of this kind the amount of internal public debt 
charge is to be deducted from the whole amount of taxation, 
because it means only a redistribution of national income. On the 
other hand, the taxes may be very high but their pressure may be 
low, namely, in cases where the proceeds are mostly devoted 
to productive purposes increasing the efficiency of the national 
industry. It is equally impossible to measure the prosperity of a 
nation by the consumption of certain commodities, because there 
may be a great difference and fluctuation in the savings impulses 
of a nation, and the Government has no means ef influencing its 
population in this respect : this especially applies to countries, like 
Germany, which passed through a period of inflation. _ 

Germany’s reparation payments will chiefly go to the payment 
of Allied debt to the United States. The European debtor 
countries will practically get no refund of their assets destroyed by 
the Great War, and the chief difficulty of the transfer problem will 
lie with Germany. It has been argued lately that European 
payments to America are largely counterbalanced by American 
tourist expenditure in Europe (about 617 million dollars in 1927). 
No doubt this helps the transfer problem, but it is very difficult to 
convince the European workman of the necessity of lowering his 
standard of life simply because Europe “ has to repay the American 
debt ” or should facilitate American tourists in their enjoyments 
and worldly pleasures in Europe. 

- We should not draw too black a picture of the prospective 
settlement of the whole question. By means of reinvestment in 
Europe, tourist expenditure, deferment, artificially strained bank 
rate, etc., the problem will be solved, but at any rate Europe, 
and Germany in particular, will in the same degree be compelled to 
suffer economically and to postpone their social pacification and 
the healing the wounds of the terrible war. In spite of a remarkable 
recovery and great economic achievements Germany is weak 
in her capacity to pay because she is poor in natural resources, 
over-populated, her trade balance is necessarily unfavourable, 
wages are comparatively low and unemployment is rising, and 
must continue to rise with the progress of reorganisation of 

F2 


68 THE ECONOMIC JOURNAL [MARCH 


industry. This in its turn means a danger and a menace to social 
eC. 

The publication of Professor Kuczynski in the “Series on 
International Economics ”’ issued by the Institute of Economics 
is a careful description of foreign loans contracted by Germany 
since the inauguration of the Dawes plan, viz. from 1924 to 1926. 
Special attention and detailed analysis is given to loans publicly 
offered to the United States. There is neither any attempt to 
draw conclusion as to the wisdom of such borrowing nor any 
appraisal of the character and terms of these loans. 

After a general review of loans contracted by Germany and a 
description of some of the most important privately placed loans, 
Professor Kuczynski describes systematically all the details of 
the German loans publicly offered, analysing the prospectuses, 
applications and agreements and the terms of American loans, 
the purposes of such loans, the types of securities, the payment 
provisions, optional and compulsory amortisation, the yield to 
subscriber, the provisions for security and the burden to the 
borrower. 

The total par value of German public borrowing from 1924 to 
1926 in the United States appears to amount to 581 million 
dollars, and in other countries to 304 million dollars, a total of 
885 million dollars, which figures include the reparation loan 
according to the Dawes plan; the annual charges will amount to 
approximately 70 million dollars in the average of years 1925-51. 
But these figures do not include German foreign obligations 
incurred through the sale of real estate, of securities, etc. during 
the inflation period. These items seem to be very considerable, as 
we may infer from the fact that the pre-war value of the Berlin 
real estate owned by foreigners is estimated 1 or 1} milliard 
dollars. 

Transfer des réparations et le plan Dawes, by Professor Gideonse, 
contains no new ideas or practical proposals. The author expounds 
the principal views on the transfer problem of the Dawes plan. 
He is of the opinion that Germany is capable of bearing the 
present annuities of the Dawes plan internally, but that the 
transfer of these sums is difficult and possible only by means of 
American reborrowing. The payment of the war indemnity of 
1871 was based on the same principles, but at that time France had 
large assets abroad. Now Germany is the primary source of the 
payments and America the ultimate receiver. Therefore the 
attitude of the American Government will virtually determine the 
whole problem. Mr. Gideonse is optimistic in this respect, and he 


\ 
{ 
[ | 
t 


1929] INTER-ALLIED INDEBTEDNESS AND REPARATIONS 69 


cites in corroboration the words of Mr. Andrew Mellon, that ‘‘ the 
entire foreign debt is not worth as much to the American people in 
dollars and cents as a prosperous Europe as a customer.” 

A detailed bibliography is annexed to Professor Gideonse’s 
book. Together with the lists compiled by Dr. Curth in the 
Weltwirtschaftliches Archiv and by Dr. Friedrich, we have an almost 
complete bibliography of the most important publications on this 
problem. 

Professor Ritschl points out in his paper, Reparationslasten 
und Kapitalbildung, with great emphasis that the transfer problem 
has obscured the real difficulty and danger of the Dawes plan, 
viz. the great burden of the reparation payments. It was never 
contemplated or supposed by the Dawes scheme that reparation 
payments should be replaced by further borrowing from America. 
Such borrowing is dangerous for the future and conceals the fact 
that Germany’s indebtedness increases like an avalanche. A 
normal internal accumulation of capital is replaced by foreign 
accumulation at a high interest. Instead of a socially dangerous 
and psychologically difficult retrenchment of consumption by the 
German population, the only result of the reparation payments has 
been a diminution of internal accumulation. Ritschl hopes that 
the revision of the German indebtedness will bring a substantial 
reduction of the present burden. By the annulment of the internal 
debt during the inflation period the German nation as a whole has 
reaped no benefit, and there is no justification for a special burden 
on industry simply because one part of the German nation profited 
at the cost of the other. 

Ritschl is perfectly right in this assertion: the annulment of 
public and private debts and mortgages through inflation has in 
no way increased the capacity of the German industry to pay 
(Sig. Pirelli’s assumptions on this point are certainly erroneous), 
and the inflation calamity has only weakened Germany’s economic 
strength. 

On the whole Ritschl’s little paper contains some important 
considerations in favour of the German cause. 

Dott. Fossati’s book is a student’s work on the history of 
reparation and the first year and a half of the Dawes plan written 
under the auspices of Professor Supino of Pavia University. 
Having been finished in the beginning of 1926, this essay is, no 
doubt, out of date for the present-day reader, especially after the 
appearance of the well-known books of C. Bergmann and H. 
Schacht. 

In questions of inter-allied indebtedness and reparations much 
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importance will be attached to statistical data presenting the 
results of the trade, service and financial operations between any 
given country and the rest of the world on comparative lines. The 
International Accounts, by Cleona Lewis, is a constructive criticism 
of methods of international accounts of this kind. The author not 
only gives a detailed review of existing publications on inter- 
national accounts, but suggests his own methods. It is a very 
able critical study on the subject. 
HAEnsEL 


SHAVIAN SOCIALISM. 


The Intelligent Woman’s Guide to Socialism and Capitalism. 
By BrrnarpD Suaw. (London: Constable. 1928. Pp. 495. 
158.) 


Mr. BernaRpD SuHaw has gallantly credited the intelligent 
woman with a large measure of assiduity, leisure, and money 
beyond what, on his own showing, she is likely to have. The 
melancholy fact about this book is that, of those who are as 
unlearned as it supposes, only one in a thousand will have money 
to buy it and time and energy to read it. Still Mr. Shaw can 
(and no doubt will) fairly reply that the force of this objection 
is much reduced by the fact that he is the author ; for the.chances 
that the ignorant and intelligent woman will get through four 
hundred and ninety-five pages of Shaw are anyhow greater than 
the chances that she would get through, say, three hundred pages 
of any of the introductions generously written by professional 
economists for her edification. I have said ‘“‘ the ignorant and 
intelligent woman,” because throughout the greater part of the 
book the author does assume that his reader has never con- 
sidered even the most elementary facts of her relationship to her 
landlord or her tradesmen; but it should be added that there 
are lapses from this standard, as when it is taken for granted 
that Torquemada will be a household name to her. And we 
may suspect that it is just when Mr. Shaw is writing on subjects 
that are comparatively fresh and interesting to himself (the 
Russian Revolution, for example) that he forgets to be didactic 
and becomes more than ordinarily interesting. 

The plan of the book is simple. Defining Socialism as equality 
of income, the author explains why such equality is preferable 
to any conceivable form of inequality. Such alternatives as 
payment by deserts, payment by class, payment according to 
what you produce are rapidly disposed of, and the intelligent 
woman is thrown back on equality as the only basis of payment 
which cannot be shown to be stupid and immoral. She is offered 
also some positive arguments in its favour, as, for instance, that 
an equal distribution of income would make the production of 
different kinds of goods correspond pretty closely to the real 
need for them throughout the whole community. At present 
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everybody knows, or should know, that demand is a false index 
of need, because, as the economist (but not Mr. Shaw) would 
put it, the marginal utility of the money in which it is expressed 
is not the same to all consumers. 

Absolute equality of money income must indeed, according 
to Shavian Socialism, be modified in one or two points. Differ- 
ences in the agreeableness of different occupations must be com- 
pensated for by differences in the hours to be worked at them. 
At least so it appears in the early chapters, though later in the 
book (p. 328) we are told that brain-workers cannot work as 
long as manual workers, and that when we have allowed for 
periods of necessary rest and recuperation (which are, not leisure) 
the true leisure time remaining ought to be roughly equal for all 
workers. 

Mr. Shaw’s next task is to show up the weaknesses of the 
present industrial system of inequality; and who could do this 
more delightfully than he? The inevitable conflict of private 
and public interest which Adam Smith did not see behind his 
invisible hand; the absurdities and wastes of our social classes 
with their artificial separations and their dysgenic limitations on 
marriage; the rise of Trade Unions pretending to overthrow 
capitalism and yet playing the capitalist’s own game—these are 
fit targets for the Shavian darts. Most of the subject matter is 
necessarily an old tale rewritten, but on the subject of class Mr. 
Shaw allows himself more originality. The rise of the middle 
classes of professional workers living by their wits and providing 
the bulk of the active employers in pre-company industry he 
traces to the combined effects of primogeniture and large families, 
resulting in a handsome supply of younger sons with the speech 
and manners, but not the substance, of the prosperous gentry. 
But in our own time the growth of the joint stock company on 
the one hand, and the gradual opening of educational oppor- 
tunities to the abler and more energetic sons of the proletarians 
on the other hand, have, he thinks, effectively broken down the 
once lucrative monopoly of the middle class; so that that class, 
in his view, is now “ the least eligible” inthe community. Having 
got so far, it seems a pity that Mr. Shaw did not go a little farther 
and do for the Socialists what so badly needs to be done—that 
is, restate their current theory of class relationships. Mr. Shaw 
recognises explicitly that the modern company has destroyed the 
old-fashioned employer; but unfortunately he has not taken 
account of the implications of this discovery when it comes to 
sorting us all out into our proper classes. Throughout most of 
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his book the old dualism of capitalist and proletarian appears 
unchallenged; and the author does not do more than remind 
us that we must not expect to find all the proletarians active 
militarists on the side of their class, nor all the capitalists. 
upholding the privileges of theirs. 

After an incisive examination of capitalism in general we are 
treated to some chapters about the system as it affects the intelli- 
gent woman in particular, with a digression about money and 
banking and the naughtiness of ignorant speculation. On these 
subjects Mr. Shaw is quite distressingly orthodox, except when 
he wishes, in common with most of his fellow socialists, to national- 
ise or municipalise the banks. He holds that it is the first duty 
of a government to maintain the stability of monetary values 
and he advocates the gold standard as more prudent than any 
fancy currency schemes. In these chapters he becomes so much 
like the professional economist that he is almost dull. 

We are next told how the road to the equality which is social- 
ism is paved with the inevitability of gradualness, and how 
violent measures without proper preparation are bound to defeat 
themselves. Equality, Mr. Shaw thinks, cannot be obtained 
without the public ownership and operation of nearly all industry ; 
and this will not be brought about over-night. In fact we shall 
get there best by going on much as we are going, except that we 
might go rather faster, and with less quarrelling and more 
definite ideas about our destination. In the end we shall arrive 
at a point when we shall discover that such inequalities as remain 
are really not worth bothering about: and that will be socialism. 
This section of the book will annoy the doctrinaire socialists 
exceedingly. But, if it is not an impertinence to accuse Mr. 
Shaw of common-sense, it might be said that it is in these 
chapters that that quality is most conspicuously displayed. 

In his last hundred pages Mr. Shaw allows himself the luxury 
of talking round his subject a little, saying his say about the 
bearing of socialism on marriage, on education, on religion, and 
on other aspects of the subject which are not primarily economic. 
Of these I will only say that both the professional economist 
(whose business, strictly speaking, they are not) and the intelli- 
gent woman (whose business they most decidedly are) will not 
put the book down without having read them. 

And now for a little serious consideration of what Mr. Shaw’s 
economics amount to. Lovers of equality (I am one) will natur- 
ally go a long way with him. Lovers of Shaw will have the 
same bias, for a different reason. Particularly forcible is his 
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appeal for equality on the ground of simplicity, and his emphasis 
on the arbitrary quantitative decisions that you must make once 
you admit inequalities. If we had only to decide who ought to 
be paid more than who, we might conceivably get a scheme of 
distribution which would at least roughly commend itself to 
popular ideas of reason and justice. But we have to do more 
than that. We have to say every time how much more A should 
have than B; and on that none of us can ever agree. The only 
possible solution is the present one—that A should have as much 
more as he can get. And that is persistently repugnant to some 
possibly inexplicable, but certainly widespread and tenacious, 
ideas about reason and justice alike. 

Secondly, Mr. Shaw is to be thanked for repeatedly reminding 
the intelligent woman that she lives in a state of flux. The 
intelligent man, and not least the intelligent socialist, is extra- 
ordinarily apt to overlook this fact. Half the current discussions 
of socialism (on both sides) are stupid and barren because they 
oppose an ideal system to an existing condition of things which 
is described once for all in fixed terms. If Mr. Shaw can teach 
the active socialist propagandist (and he has tried very hard to 
make the point clear) that capitalism is not the same yesterday, 
to-day and to-morrow, he will have done more to create sense 
and order in economic life than by the instruction of any number 
of intelligent women in the elementary principles of money. 

Lovers of equality and of Mr. Shaw will, however, alike 
regret the points at which the intelligent woman is either left 
without guidance or positively misled. She will, for example, 
put down this book with rather hazy ideas about the nature and 
purpose of saving. Mr. Shaw is obsessed with the idea that 
capital consists, not in instruments of production, but in the 
spare subsistence consumed by the workers who make these 
instruments. This is quite a harmless way of using the term, 
but it seems to have led him into some rather odd confusions, 
such as that we could not all save at once; and to rather point- 
~ less disquisitions about the impossibility (which no one denies) 
of ‘“‘lunching on boiled aeroplanes” and “ dining on toasted 
steam-hammers.” 

Again, though we would all like her to be cheerful, the intelli- 
gent woman must not be encouraged to live in a fool’s paradise. 
She must be practical and realistic. But her teacher does give 
her a very rosy view of the wealth of the world in which she 
lives, or might easily live; and he does not forestall her ques- 
tions with any convincing evidence as to ways and means. To 
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say (p. 38) that “if we each took our turn and did our bit in 
peace, as we had to do during the war, all the necessary feeding 
and clothing and housing and lighting could be done handsomely 
with less than half our present day’s work,” is to make a state- 
ment of quantitative fact which is not so generally admitted that 
we can dispense with quantitative evidence in its support. None 
is offered. Similarly in Chapter 25 Mr. Shaw dismisses very 
light-heartedly any misgivings that the intelligent woman may 
feel as to the danger of over-population. She may, at the 
moment, be compelled to limit her family for economic reasons; 
but it is to her womanly instinct rather than to her intelligence 
that her teacher appeals when he assures her that equality will, 
of itself, both abolish poverty and put any such necessity for 
birth control out of sight for a long time to come. 

Not less serious is Mr. Shaw’s complete silence on the subject 
of how the workers of the socialist world are to be distributed 
among the various occupations which they are to pursue. We 
are told that in that world it will be considered unladylike (and 
no doubt ungentlemanly also) to take your bit without also doing 
your bit; that idleness, and not work, will be thought vulgar 
and degrading. A large number of the hard-working and intelli- 
gent women who read this will be ready enough with the salutary 
comment, ‘‘ And about time too.” But it is not good for their 
education or for Mr. Shaw’s socialism that the matter should be 
left there. And an author who has been so eloquent about the 
importance of quantitative decisions in his chapters on inequality 
of incomes has the less excuse for leaving it there. Certainly, 
we must all work; but who is to do what work, and how much ? 
How many dockers do you want, and how many teachers? Again, 
in his discussion of nationalised banks, Mr. Shaw tells us that 
the publicly-owned banks would “distribute capital as cheaply 
as possible for the good of the country to all the businesses, large 
or small, that needed it ’’—in contrast to the “ profiteering 
financier.” But this, too, is not enough. Unless and until 
there is superabundance of capital for all demands the banks 
must decide somehow how much is to go to each worthy 
applicant. 

The excuse for deserting the reader at this point is, no doubt, 
the difficulty of the problem. Mr. Shaw probably felt that his 
own intelligence was not equal to it, and on that account left it 
to that of the intelligent woman. For this he ought to have 
the sympathy of his fellow-socialist writers, of whom nearly all 
(not excluding his present critic) must probably plead guilty at 
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some time or other to having shirked this same problem. For 
this is indeed the most fundamental and the most obstinate 
difficulty that faces every lover of economic equality. As soon 
as incomes cease to be based on economic values they cease also 
to act as governors regulating the distribution of labour. To-day 
every wage is two things—something on which its recipient must 
try to live, and something to measure the need for workers in 
the particular calling for which it is offered. Likewise every 
profit is an index of demand as well as the stolen hoard of a 
profiteer. 

Admitted that the present system of distributing labour by 
wage variations works abominably. Admitted that we do not 
all think alike about the relative attractiveness of various occu- 
pations, and that some people want to do dangerous work as 
much as I want to be safe and comfortable. Admitted that the 
obstacles to economic mobility of every kind are so enormous 
that it is a farce to pretend that most of us are more than immobile 
lumps of conservatism heaped in “ non-competing groups.” 
Admitted that our only machinery for hinting to the South 
Wales miners that the demand for their labour has diminished 
is atrocious and cruel. Yet the fact remains that we have only 
just begun to think of inventing any more rational and humane 
machinery to take its place. Progress with this invention is a 
most urgent necessity for any capitalist community which is not 
completely insensitive to human values; and it is particularly 
important for a capitalist community which, like ours, tempers 
the rigours of the labour market by minimum wage regulations. 
But the problem is a hundred times greater and more pressing 
for any society which, by equality of payment to all, divorces 
income from the economic value of work done, and thus finally 
deprives us of such poor guidance as we already have concerning 
our choice of occupation. And here we have no help from the 
Shavian oracle. 

Finally, Mr. Shaw is guilty of a few minor inaccuracies against 
which the intelligent woman must be warned. No doubt it is 
impossible to write five hundred pages without a sprinkling of 
these; but the great should be peculiarly sensitive to the fact 
that a reputation is never a proper substitute for accuracy. The 
intelligent woman must not be led to believe that ‘“‘ the wages of 
all the miners are kept down to the poverty of the worst mines ” 
(p. 109). Let her compare the Forest of Dean with the East 
Midland field, and she will learn better. On p. 113 Mr. Shaw, 
as a surtax payer, ought not to let the intelligent woman fear 
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that income tax and surtax alone at their present rates can ever 
mulct her of more than half her income. On p. 290 some figures 
relating to the National Debt are a little odd. Sinking Fund 
seems to have got thrown in with interest. Mr. Shaw, indeed, 
hastens to explain that he is using round figures only; but even 


round figures ought to make some pretence of squaring. 
BaRBARA WOOTTON 
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REVIEWS 


A Study in Public Finance. By A. C. Picov, M.A. (London: 
Macmillan & Co., Ltd. 1928. xvii + 323 pp.) 


Tus is a difficult book toreview. It is not, however, a difficult 
book to appraise. It has the qualities which have given its author 
the high position which he occupies among the world’s economists. 
Because it deals always with real problems (particularly with 
such problems of public finance as come within the competence of 
the economist gua economist), and because it is conspicuously free 
from academic padding, it is a much more valuable book than the 
ordinary systematic treatise on public finance. But its difficulties 
(for the reviewer) are intimately related to these admirable 
qualities. Professor Pigou hews his way forward in a straight 
line through a succession of tangled problems. He evades no 
difficulties, and never pauses to give himself or his readers a rest. 
Nor is any time wasted in surveying familiar ground. Professor 
Pigou is consistently an explorer. His interest is always in the 
margins or frontiers where, by dint of painstaking analysis, new 
knowledge is to be had. Every chapter, therefore, bristles with 
difficulties. Almost every page, in fact, invites the reader to 
ponder either premises or inferences. Generally the result of 
such pondering will be to reassure the reader that he could have no 
safer guide than Professor Pigou. At a few points, however, he 
may be led to surmise that difficulties have been disposed of in 
too summary a fashion. For such reasons a really adequate 
review would take the form of a running commentary on the text. 
That being impracticable, the best that can be done is to select a 
few topics for comment. 

One feature which sets the book apart from most of the older 
discussions of similar groups of problems and which helps to give 
it its value is the emphasis put upon the distinction between 
“transfer expenditures,” which merely redistribute the money 
incomes of the members of the community, and “ exhaustive 
expenditures,” which determine directly the uses to which part 
of the community’s productive resources shall be put. This 
distinction is fundamental, not only in public finance, but also, 
as I believe, in the theory of money (in respect of both private and 
public expenditures) and even in general economic theory. 
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Professor Pigou’s analysis of the grounds upon which the dis- 
tinction rests (in public finance) and his discussions, immediately 
following, of the sources of funds for exhaustive expenditure and 
of ‘‘ the relation between what Government gets and what tax- 
payers and loan-makers surrender” are particularly good 
summaries, marked by clarity and penetration. Emphasis is also 
put upon the distinction between the “ distributional’? and the 
“announcement ”’ aspects of taxation, and the distinction is 
employed in a helpful and fruitful way. 

In what is said about the criteria of justice in taxation familiar 
matters are dealt with, but nothing is taken for granted and a 
satisfactory basis is sought for each conclusion. The minimum- 
sacrifice principle is approved, but it is suggested that the equal- 
sacrifice principle, properly interpreted, also points towards 
progressive taxation. On Bernouilli’s hypothesis income receivers 
attach equal importance to equal percentage decrements from their 
incomes. (Why do writers take pains to deduce this result from 
the hypothesis? It is the hypothesis.) But Professor Pigou 
argues that some of the importance attached to the final incre- 
ments of large incomes by their recipients is purely relative, so 
that the sacrifice which taxation requires of a large taxpayer is 
measurably reduced when others in the same income class are 
similarly treated. Against this finding it might be argued, I 
suppose, that what matters is the relative position which incomes 
of a given size have in the general income scale, and that pro- 
gressive taxation alters that scale, while proportional taxation 
leaves it unchanged. These are matters of conjecture, however, 
and not perhaps of very profitable conjecture. Even on utilitarian 
principles, the taxpayer’s “ sacrifice”’ is related only loosely to 
the immediate pangs associated with the reduction of his income. 
Even if welfare be held to consist of ‘‘ states of consciousness,” we 
have no right to turn our backs upon the wisdom of the ages by 
assuming that a man’s experienced happiness is some mathe- 
matical function of the size of his income. Progressive taxation 
really rests, not upon the premise that a small taxpayer attaches 
(at the time of “‘ announcement’) more importance to the marginal 
tenth of his income than a large taxpayer attaches to his marginal 
tenth, but upon the circumstance that the community as a whole, 
expressing its opinion through Government, regards the uses of 
the marginal tenth of the small taxpayer’s income as more impor- 
tant than the uses of the large taxpayer’s marginal tenth. 

With reference to differentiation in taxation according to the 
way in which it affects different sorts of expenditures, Professor 
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Pigou suggests that, neglecting effects on distribution, “ the best 
way of raising a given revenue, when the supply of work is not 
rigidly fixed, is by a system of taxes under which the rates become 
progressively higher as we pass from uses of very elastic demand 
or supply to uses where demand or supply are progressively less 
elastic.” This suggestion is joined to Mr. Ramsey’s findings (in 
this JouRNAL, March 1927) that, provided such independent 
demand and supply curves as exist are straight lines, and again 
neglecting distributional effects, the optimum system of pro- 
portional taxes yielding a given revenue will cut down the pro- 
duction of all commodities and services in equal proportions. 
These are important conclusions. I propose to examine them 
with the aid of a simple apparatus, which is independent, so far 
as may be, of particular assumptions respecting the nature of 
demand functions. For the sake of simplicity, I shall assume 
that costs are constant. It will be unnecessary, therefore, to 
take account of elasticity of supply as something apart from 
elasticity of demand. 

A representative consumer purchases annually x units of 
commodity a and y units of b. The units are the amounts which 
can be purchased (before a tax is imposed) for a unit of money. 
With an income of OC (equal to OD) the consumer is able (costs 
being constant) to choose any combination x,y indicated by a 
point on the line DC. Let the point preferred be E, indicating 
an even distribution of expenditure, so that BE and AE are equal. 
A tax of 100 per cent. ad valorem is imposed on b. The con- 
sumer’s range of choice is then restricted to points on the line BC. 
What point he chooses will depend upon the relative elasticities of 
his demands for the two commodities. I shall define the point on 
one side of which demand is relatively elastic and on the other 
side of which it is relatively inelastic as the point of equal elasticity 
of demand. But just where and how will equal elasticity of 
demand show itself ? 

The point F (where AF = FE) represents unchanged expendi- 
ture for each of the two commodities. It is also the point at 
which BC is tangent to an indifference curve which has the form of 
a rectangular hyperbola and which has another point of tangency 
at G. But the indifference-curve clue is worthless, for any 
number of points can be found between H and C at which BC is 
tangent to the graph of some function of x and y which has 
positive curvature and is symmetrical with respect to OE. The 
point which really corresponds best with the conception of equal 
elasticity of demand is H, where the ratio y/~ has the same value 
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as at E. In fact, whatever the form of their utility or demand 
functions, provided only that they are alike and are also inde- 
pendent (which does not exclude displacement disutility as a 
factor affecting demand), the two commodities will continue to 
be bought in fixed proportions, and H will be the preferred point. 
The presence of either joint demand or rival demand is not, in 
general, consistent with this result. At H two-thirds of the 
buyer’s income will be expended for the taxed commodity, b, and 
one-third for a. His consumption of each will be smaller by a 
third than before the tax was imposed. Relatively inelastic 
demand for b, then, will show itself between H and B and relatively 
elastic demand between H and F. Between F and C the influence 
of rival demand becomes so potent a factor that the demand for 
both commodities might well be called elastic. 
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If the consumer’s demand for 6 is altogether inelastic, he will 
station himself at B, doing without a entirely, and paying half of 
his income in taxes. If the tax had been imposed on a, the rate 
being the same, the range of choice would be defined by the line 
DA. In view of his inelastic demand for b, the consumer would 
station himself at G. He will be better off than if b were taxed, 
because he will be paying only half as much in taxes. An equal 
amount of revenue, however, could have been secured by taxing b 
at half as high a rate. In such case the point B would be moved 
upwards, and the line of choice, BC, would pass through G, which 
is the point which the consumer would choose. If a given amount 
of revenue is to be secured, which commodity is taxed is a matter 
of indifference to the consumer. It does not appear that the 
situation could be bettered by taxing both commodities. 

We have not yet, however, considered the effects of returning 
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the proceeds of taxation through transfer expenditures. The 
purpose will be served by supposing that our representative con- 
sumer is also a representative creditor of the Government, and that 
in that capacity he gets back precisely what he pays as taxes. If 
b is taxed, if the consumer’s demand for 0 is inelastic, and if, as 
before, he is stationed at G, his income will be increased by an 
amount equal toGE. This will enable him to get back to E. If 
a is taxed, and if the consumer is again stationed at G, an amount 
equal to GE will again be returned to him. By expending this 
amount for further increments of a, he again increases his income 
and again is enabled to increase his purchases. The final out- 
come will be the same regardless of whether the increase of 
revenue (and of transfer expenditure) is not checked or whether 
the rate of taxation is reduced so as to provide no more than the 
amount of revenue required. In either event the consumer’s 
total money income, in the end, must be equal both to z(1 + r)+y 
(where r is the rate of taxation) and to 2y+ rz, whence it 
follows that x= y. Again, therefore, he returns to E, and his 
economic welfare is unaffected by the circumstance that part of his 
money income has passed through the Treasury and back again 
or by the incidental circumstance that the relative prices of the 
commodities which he is accustomed to buy have been altered. 

The precision of this result hinges upon the presence of 
rigidity in the demand for one or both commodities, showing 
itself either in complete inelasticity of demand for one com- 
modity or in equal elasticity of demand for the two. It is obvious, 
however, that if a revenue equal to GE is to be secured from him, 
the consumer must be induced to station himself somewhere on 
a line drawn through G, parallel to DC. Unless the consumer’s 
demand for the taxed commodity is exceedingly elastic, there 
will be one rate of taxation, and generally (though not invariably) 
only one rate, by means of which the desired result can be secured. 
The same end could be achieved by taxing the other commodity 
at (generally) a different rate, or by taxing both commodities, in 
which case any one of various combinations of rates would serve 
the purpose. The point upon this imaginary line which the con- 
sumer would prefer, and accordingly, as we must infer, the point 
at which his welfare is a maximum, is the point which he would 
choose if he had to pay income tax in an amount equal to GE. 
Because there is no large probability that this would be the 
point H, Mr. Ramsey’s theorem does not seem to have much 
practical significance. 

To get the closest possible approximation to the preferred 
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point, both commodities (or, more generally, all commodities) 
should be taxed at the same rate, so that the price of one com- 
modity in terms of another will not be altered. If the proceeds 
of taxation are returned to the consumer, he would, in such case, 
resume his original station at E. A fairly good approximation 
to the optimum result could be secured by taxing only com- 
modities which are known to. be objects of distinctly inelastic 
demand. Unless the rates of taxation are excessive, the con- 
sumption of the taxed commodities will not generally be reduced 
much more than it would have been reduced by an equally pro- 
ductive income tax, and, in general, the composition of the 
consumer’s budget will be much like what it would have been 
if the revenue had been secured by means of an income tax. 
Conceivably, however, an equally close approximation to the 
desired result might be secured, though more awkwardly, by 
exempting from taxation all commodities which are objects of 
distinctly inelastic demand, while taxing all other commodities 
at a uniform rate. If only a small number of commodities are 
taxed, and if the demand for some of them is distinctly elastic, 
there will be, of course, a considerable rearrangement of con- 
sumers’ budgets. I do not think that even in such case the loss 
of welfare would be large, beyond what would have been 
occasioned by an income tax, apart from the costs entailed by 
the transfer of productive resources from one use to another. 
I am not even sure that it would necessarily be any greater than 
what would be inflicted by any other scheme of indirect taxation, 
other than the optimum scheme (uniform taxation). 

It is easy to exaggerate the difference between the burden of a 
tax upon consumption and that of a tax of equal amount upon con- 
sumers’ incomes. Neglecting distributive effects, there seems to 
be no reason to depart from the familiar rule (commonly held to 
rest upon administrative considerations) that commodities for 
which demand is inelastic should be selected as the objects of 
taxation. Nor is there any reason to diminish the weight which 
should be attached to the distributive considerations which 
indicate that luxuries, even when demand for them is elastic, 
may sometimes be proper objects of relatively heavy taxation. 

Attyn A. Youne 
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Germany under the Dawes Plan. By Prorresson Max SgRine 
(translated by S. Mmton Hart). (London: P. 8. King 
and Son. 1929. Pp. ix + 251. 10s. 6d.) 


Tuts book is practically a plea for the cancellation of the 
reparations, and because written by a clever man the book is 
clever. Nevertheless, since the question is approached far too 
much from the standpoint of one nation, the effect of a long 
and ably marshalled argument will almost inevitably be to leave 
most readers in this country dissatisfied and unpersuaded. The 
most interesting part of the book is the second half—the first is 
largely historical—in which Professor Sering discusses the extent 
of Germany’s ability to pay reparations and presses his plea for 
abandoning altogether any claim to them. 

One may agree with most of what he says on the subject of 
the productivity of credit, and the very different economic effects 
of foreign loans which are produced in countries in an early stage 
of development, and those taken up by older countries working 
*‘ intensively ”; yet the fact has to be faced that it is hopeless 
to expect that the problem of reparations can ever be settled on 
perfectly sound economic principles. Hence much of Sering’s 
argumentation is mere beating of the air. But, further, even 
of Germany’s case, which is what principally matters to him, 
there is surely some over-statement here. He contends that 
Germany’s borrowing of foreign money only the more emphasises 
her poverty; yet he has to admit that this money has ‘“‘ brought 
German economy into gear,” that by its help “ real wages have 
recovered their pre-war level,” and reckoning the social (insur- 
ance) contributions have “‘even exceeded it,” and that ‘‘a 
vigorous will to economic reconstruction” and commercial 
improvement has been created by it. And if it were literally 
true that “high rates of interest and burdensome taxation ” 
have in Germany “stopped the betterment processes in land 
cultivation, and have paralysed the competitive capacity of 
industry,”’ does not this hold good equally of other European 
countries? Sering is horrified at the prospect of Germany’s 
“unproductive expenditure ” being increased by future repara- 
tion payments from a pre-war figure of £1 15s. a head to one of 
£3 13s.; but what about Great Britain’s present corresponding 
expenditure (on war debt, pensions and defence services) of £13 
a head ? 

Germany’s case against the imposition of unreasonable repara- 
tions is hardly contested any longer, at least in this country, but 


1929] SERING: GERMANY UNDER THE DAWES PLAN 85 


when her apologist proceeds to claim that all the late belligerent 
States should agree to wipe out reciprocally their war debt claims, 
it is necessary to ask what this would mean. Germany herself 
has already got rid of her pre-war public debts, Reich, State and 
municipal (not to speak of private debts), by the simple device 
of revaluating her currency—in effect by repudiating them; and 
France, Hungary, and other countries have followed the same 
method. Hence the answer to Sering’s question, “ What does 
Germany rightly owe?”’ could not disregard the many millions 
of pounds of which her foreign creditors have been forcibly 
deprived by post-war legislation which crossed out of the ledger 
these disagreeable figures. The confiscation of the private 
property of enemy nations was an indefensible act and created 
a vicious precedent, but the same may be said of the later 
repudiation of public and private debts wherever it occurred, and 
perhaps all the more so because the nationals of the defaulting 
States suffered jointly with the alien creditors. Moreover, no 
other European nation made sacrifices equal to those faced by 
Great Britain in her effort to pay for the war as it went on. The 
other belligerent countries allowed their war debts to accumulate, 
our Allies in particular borrowing from this country or on its 
credit. The indiscriminate cancellation of war debts would in 
these cases be ludicrously unfair. There is a strophe of Ger- 
many’s greatest poet which begins, “ The same thing does not 
suit everybody,” and proceeds to warn men to regulate their 
attitudes and actions accordingly. Granting that from the 
standpoint of national economies as a whole the removal of the 
incubus of the war debts would be a blessing, nevertheless, any 
arbitrary method of procedure is impracticable; and none would 
have the least chance of acceptance which failed to be equitable 
all round. It would seem that the only approximately equitable 
method of readjusting war debts would be to pool all war costs, 
paid or not paid, and divide the aggregate amongst all the 
countries concerned according to agreed factors of weighting. 
It would be an essential part of any such arrangement, however, 
that the countries which had repudiated their foreign debts, 
wholly or in part, should make full restitution. How their own 
nationals should be treated is their own affair. Of course, action 
on these lines would not mean cancellation, but only redistribu- 
tion, but it might lighten the burden where it now falls with 
undue weight. 
W. H. Dawson 
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Economique Rationelle. By F.Drvista. (Paris: Gaston Dion et 
Cie. Pp. 443. 30 fr. net.) 


Tuis is a volume in a series on applied mathematics, and the 
treatment is to a considerable extent mathematical, but not 
altogether so. The discussion of decreasing costs, for instance, 
and of periodical monetary crises, in the first half of the book, 
though assisted by diagrams, is not very technically mathematical, 
and the same may be said of the outline of the theory of distribu- 
tion. In a book of this comparatively small size one cannot 
expect a full treatment of all problems of economic theory. So far 
as it goes, the discussion is clear and thorough. There is not, 
however, a full treatment of the different senses in which increasing 
and diminishing costs may be used. The cases of decreasing costs 
which are discussed seem to be from a short-period point of view ; 
they are identified with heavy fixed capital, on which, for a period, 
fixed charges may or may not be earned, and there is interesting 
discussion of the conditions of competition. The author recognises 
that such establishments are designed for a normal output, but 
he does not have much to say about the question whether there is 
decreasing normal cost of production, at the normal output, as 
enterprises are increased in size. That is the condition which 
English economists have usually understood as properly to be 
described as cases of “‘ increasing returns ”’ or “ decreasing costs.” 
He recognises, however, in effect, that if this be the condition, 
mathematical treatment is not very appropriate until the monopoly 
situation comes about. Why it does not come about more 
quickly and universally is a problem which is discussed rather 
briefly (p. 152). The development of hydro-electric power may 
enable many small establishments to get the advantage of power- 
production ona large scale. Also it is suggested that with increase 
of capital, the rate of interest may fall so low that it ceases 
to be so important a factor in determining normal costs even in 
highly capitalised enterprises. The inference seems to be that in 
that case the tendency to monopoly would be less. Does that 
follow? The intensity of competition of highly capitalised 
industries would be less, because the scope for short-period 
departures from normal cost of production would be less, but it is 
not so clear how this would affect the tendency towards, or away 
from, diminishing normal costs with increase of size of the 
establishment. 

On the subject of unemployment the author seems rather too 
optimistic, “ il n’y a pas de chomage général permanent ”’ (p. 185), 
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and “ les crises ne peuvent étre que momentanées ”’ (p. 186). Is 
it not rather more true to say that fluctuations in business 
activity are the normal thing and endure over periods of years, 
and it is only in the most active parts of such periods that there is 
not a very appreciable amount of unemployment? And even in 
the most active phases it is not all industries that are at the peak 
at the same time. In many industries an unused margin exists 
much more often than not. : 

On the subject of capital and interest, the argument on 
pp. 187—92 is clearly set out, but is it not a mistake to regard 
capital solely as substitute for so much labour? Capital does 
not all consist of labour-saving machinery, its existence or non- 
existence to be determined simply by calculation of the interest 
and depreciation on the one hand, and wages saved on the other. 
It leads to an argument that in a given state of the arts and of 
population there is a stable equilibrium in the distribution of the 
national dividend between capital and labour. If wages were 
raised, the rate of interest being assumed constant, more labour- 
saving machinery would be introduced. Labour might be fully 
employed for a short time in constructing the machinery, but as 
soon as the machinery came into use, labour would be super- 
abundant and wages would have to fall again. Conversely, if 
interest were raised, the wage level being unaltered, marginal 
machinery would be discarded when worn out, and the demand for 
labour would exceed the supply and raise wages until the original 
position were restored. 

The mathematical theorist seems to come very near the 
position of the untutored working man in this argument. It is 
open to the double criticism—(1) that when one of these two 
variables is altered, the other need not remain unchanged, and, 
(2) the changes involve alteration in the magnitude of the 
income which is to be divided. 

It is true that in the following chapter, dealing with increase 
of capital and population, these considerations are pointed out, 
but do they not also require to be taken into account even when 
considering a stationary state of the arts and of population ? 

In a further chapter the author explains at greater length, and 
with lucidity, some of the complications which make it impossible 
to put all the economic progress of society into equations. There is 
good reasoning in all this, but when it comes to the question whether 
Government action can influence wages, he seems to fall back on a 
belief in an unalterable law of distribution. At first he takes the 
same line with regard to Trade Unions, but a further discussion of 
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that subject considerably modifies his conclusion, to the extent 
that he admits that they may be in a position to accelerate the slow 
working of long-period tendencies to bring about an advance of 
wages, which, in the absence of concerted action, would be delayed 
by economic frictions and inertias. 

The most interesting matter in the book is, however, probably 
the author’s examination of the theory of measurement of changes 
in the value of money. He arrives, by his own method, at some- 
thing like Irving Fisher’s “ best” index-number, but he carries 
the theoretical argument further. His monetary index is expressed 
in the form 


Then he shows that over a period of time theoretically perfect 
index-numbers are only obtainable by a process of integration. 
He admits it seems paradoxical to say that you cannot calculate 
the relative values of money in the years 1900 and 1800 merely on 
complete data for those two years, but contends that it is not so 
paradoxical if one considers that the nature of the things bought 
and sold may be very different. Certainly, taking this into 
account, one may admit that a succession of short-period ratios 
over the intervening time is required, but the mathematical 
argument by which the apparent paradox is proved does not seem 
to depend on there being any such changes in the character of the 
goods dealt in. Suppose that by 1900, after various changes in 
the course of the century, the goods dealt in are exactly the same, 
and the relative quantities are the same as in 1800, would not the 
data for the two years be sufficient ? 

The theory of equilibrium is dealt with at length. The author 
deals with the problem of money which has no utility otherwise 
than as a medium of exchange, showing that the equations of 
ophelimity do not apply to such money in the same sense as to 
goods which are desired for their own use. There results an 
absence of one necessary equation in the theory of equilibrium, 
which is supplied by the “ équation circulatoire de la monnaie ”’ 
taken from his earlier chapter. The author claims, and perhaps 
rightly, that this is a new contribution to the theory as expounded 
by Pareto. 

C. F. BIcKERDIKE 
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Dynamic Pricing (Prisbildningsproblemet och férdnderligheten). 
By Dr. Gunnar Myrpat, University of Stockholm (Uppsala : 
Almgqvist and Wiksell, 1927, Pp. vii + 254.) 


Dr. Myrpav’s work is a most interesting attempt to make the 
central economic theory more true, accomplished and, in an 
abstract sense, more realistic by collocating the general static 
theory with the dynamic factors. His book may prove to be a 
real achievement of economic theory. The author is not perhaps 
always right in his critique of other authors and in his own con- 
structions—the task is really too difficult for that. But his book 
is an advance in the right direction. If in this short review of the 
book I do not enter upon criticism, but only try to give an idea of 
the problem and of the general lines of the author’s attempt to 
solve it, the reason is that the book as yet has not appeared in 
English. 

The starting-point for the author’s analysis is the observation 
that there are two quite distinct problems which are caused by the 
dynamic conditions of the economic life, depending on the point 
of view from which the dynamic pricing is analysed (p. 21). We 
can look at this pricing as an enduring process, but also as a 
momentary relation of prices. The one problem refers to the fact 
that changes in the price-determining factors give cause to changes 
of the whole price system. The pricing in one moment is, there- 
fore, together with the intervening primary changes, the cause 
of the pricing in the next one. This problem involves the whole 
theory of the business cycles. The other problem, again, derives 
its origin from the fact that changes have effects on the system of 
prices in each moment already before the changes have happened, 
and this result is produced through anticipation of what will 
happen. Thus, in every moment the pricing is a functionally 
interdeterminate system, where among the primarily determining 
factors are also the anticipations of future changes and the 
valuations of the risk element in these anticipations. This 
second problem—which logically is the first one, as it is the price- 
system determinated in this way which develops into another—is 
the object for Dr. Myrdal’s analysis. The first problem, on the 
other hand, is only dealt with to the limited extent which is 
necessary for the treating. of the second (chiefly in Chapter V on 
“The Dynamic Development under Abstract Suppositions ”’). 

From this basis the author in the first chapter gives an in- 
teresting criticism on the various theories of price-equilibrium 
(the classics, J. B. Clark, Walras, Marshall, etc.). Particularly 
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the criticism of Marshall’s theory of “‘ normal price ”’ and his idea 
of “ the representative firm ’’ would interest an English reader. 
In the second chapter the author deals with the general theory 
of value. Both his criticism of the classical theory and of the 
modern theory of the subjective cost and marginal value is 
influenced by Professor Cassel, but, especially as to the last 
problem, the author contributes some new arguments. Perhaps 
the most interesting thing in this chapter is his treatment of 
the dynamic gains and losses in contradistinction to incomes and 
costs. The latter are prices, but the former are changes of prices. 

The general notion of capital is considered in the third chapter. 
The dynamic theory presumes that capital is conceived in the 
meaning of everything having money value. The distinction 
between capital and land, etc., is not theoretically possible from 
a dynamic point of view. In this chapter Dr. Myrdal also con- 
siders the relevance of economic friction or “ inertia.”” The 
fourth chapter is devoted to clearing up a distinction between 
** production changes ”’ and “‘ price changes,”’ “‘ production risks ”’ 
and “ price risks.” The fifth chapter is mentioned above. 

In the sixth chapter the author tries to make an investigation 
of the meaning of “ economic risks ” and of some philosophical 
and psychological facts bearing upon this notion. His exposition 
is based on a clear distinction between the facts that people 
have to stand risks of unequal sizes according to their unequal 
degree of knowledge and ability, that their apprehension of these 
risks may be rational or psychologically biased, and finally that 
they value the risks emotionally when realising them. This last- 
mentioned valuation of risks has, contrary to the apprehension of 
them, nothing to do with “ rational” or “ irrational,’”’ in fact 
nothing with logic. The distinction rests upon the primary 
difference between the emotional life and the intellectual reason- 
ing. The author, who in this chapter delivers a criticism on 
F. H. Knight and on Irving Fisher, has obviously been influenced 
a good deal by J. M. Keynes’ Treatise on Probability. 

These six chapters form the first and introductory part of the 
book. In the second part the author on this ground-work 
develops a theory of profit. Every economic disposition has its 
possible alternatives, and the selection between them has con- 
sequences as to the date of future costs and incomes and their 
degree of certainty. The investigation must be concentrated 
upon the subjective state of the entrepreneur and his calculus. 
Here the task is not only to show the marginal effects of the 
dynamic and psychological factors, but also to cumulate these 
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effects. This cumulation is not at all a simple addition, as the 
simultaneousness of the effects means new interactions. Another 
problem, also treated in the book, is the dynamic consequence of 
credit, insurance and other time-contracts. 

In the third and last part quite another problem is brought up 
for consideration. The author enters on an investigation of the 
effects of the dynamic state, not as above on the price-relations 
but on the technique. The technical coefficients are functionally 
determined by the prices; what is the general effect of these 
prices not being known beforehand with perfect certainty and 
of the whole production being risky? His treating of this 
practically very important but as far as I know not before 
scientifically investigated problem is ingenious, although naturally 
very abstract. The whole problem is, however, too intricate to 
permit an account in this short review. 

LInDAHL 
University of Uppsala. . 


The Mathematical Principles of the Theory of Wealth, 1838. By 
AvaustiIn Cournot. Translated by N. T. Bacon. Re- 
printed 1927. (Macmillan: Pp. 209. 8s. 6d.) 


A NEw edition of the English translation of Cournot has long 
been required, and Professor Fisher has added to its value by an 
introduction explanatory of the working out of the analysis. 

It is to Cournot’s work, published in 1838, that are usually 
referred the first explicit and systematic applications of mathe- 
matical method in economics. The demand and supply functions, 
and the elasticity of demand, were expressed as formule which 
became instruments for solving important problems, especially in 
the theories of monopoly and taxation. Modern analysis of 
monopoly still goes on lines which he marked out, though the 
symbolism is different, and his use of the cost function as total 
makes some difference in the conclusions. 

The opportunity may be taken to point out that the neglect 
into which his work fell for a long time beset also that of others 
in the same field, and notably Whewell. It would be a great 
service if the papers of Whewell could be made as available as the 
work of Cournot, as they have the same independence and 
originality, and some problems are attacked by both about the 
same time. 

For example, the principle of elasticity of demand, almost 
explicit in Lauderdale, is first reduced to a formula by Whewell in 
1829; the formula w = eu, where w and w are the relative changes 
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in price and quantity. He restated the formula in another form 
in 1831, and in 1850 developed the general equation of demand and 
supply in the expression p1q! = pq (1 + mz), where p! = p(1+2), 
and m is defined as the “specific rate of change.’ Like 
Cournot, he offers a classification of commodities according to 
critical values of m. It may be conceded to Mr. Keynes that 
Marshall gave the first geometrical interpretation of elasticity. 
The first formula is not Cournot’s, but Whewell’s, and is very 
nearly Lauderdale’s. Both Lauderdale and Whewell regarded 
elasticities (in Marshall’s sense) of greater than unity as exceptional. 
Whewell saw and explained the fact, more recently revived, of the 
difference between “ point” and “ arc ” elasticity. 

The instrument which Cournot does not use is the much- 
debated Consumer’s Surplus. This is the more notable because, 
on the supply side, he works with the integral of the costs. As 
some modern writers wish to do, he put aside the idea of utility as 
“‘ too indeterminate,”’ and proceeds to an analysis of prices. The 
measurement of Consumers’ Surplus in the utility sense is implicit 
in Jevons. The explicit graphical measurement of this Surplus in 
terms of money occurs in Fleeming Jenkin’s second paper, 
published in 1871, though there is a restriction on its interpretation. 

The bibliography of mathematical economics appended to this 
volume occupies 36 pages. What has been done for Cournot’s 
work might with advantage be extended to some of the more 


inaccessible of these contributions. 
_ D. H. Macerrcor 


Inter-Relationships of Supply and Prices. By G. F. WARREN and 
F. A. Pearson. Published by the Cornell University 
Agricultural Experiment Station. Ithaca, New York. 1928. 
Pp. 144. 

In the Economic JournaL for December 1928 I reviewed 
Mr. F. C. Mills’s investigation into The Behaviour of Prices. Mr. 
Mills’s voluminous and valuable statistical examintion into price 
fluctuations has been since supplemented by this scarcely less 
laborious inquiry by Messrs. Warren and Pearson. These authors 
have directed their studies to a much more limited field than 
that occupied by Mr. Mills. They have sought to discover, in the 
case of a number of agricultural products, the relationship between 
fluctuations in the size of the crop and fluctuations in the price 
received. The work has been carried out—so far as one can judge 
from outside—with great skill and completeness, and the results 
are of high interest. One’s only doubt is as to whether the 
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initial data are quite good enough to stand the strain which has 
been placed on them. If the figures as to prices and as to crops 
which have been used are really reliable, then the authors’ 
quantitative conclusions are of great theoretical importance. 
But even where the price statistics may be assumed to be fairly 
reliable, one cannot but feel that the statistics as to the size of the 
crop are almost inevitably subject to serious error. Probably 
the authors are alive to the serious strain which their accurate 
methods are putting upon the inaccurate initial data. But they 
do not warn the reader of this quite as explicitly as perhaps they 
ought. Nor do they attempt any evaluation of the margin of 
possible error which their results probably involve. Moreover, 
their estimation of a moving “normal” involves methods of 
elimination of trend which, even when they are the best available, 
are always dangerous. 

However, one must not be ungenerous to writers who have 
performed so much labour upon the basis of which others can 
invent theories, whilst themselves, like Mr. Mills, remaining 
strangely free from attempts to philosophise, except in the most 
elementary way, about the results of so much laborious calculation. 
To one theoretical point, however, they do draw attention, and 
with strong emphasis. They point out that the price which the 
producer receives, in this case the farmer, is the only price which 
affects production; whilst the price which the consumer pays is 
the only price which affects his consumption. Now when general 
costs such as those of transport and distribution, which are not 
influenced one way or the other by particular circumstances 
relating to an individual crop, form a large part of the price paid 
by the ultimate consumer, a very large fluctuation in the price 
received by the farmer becomes a comparatively small percentage 
reduction of price by the time that it has reached the consumer. 
Violent fluctuations in farm prices may mean comparatively small 
fluctuations in retail prices; so that abnormal conditions of 
supply are not readily balanced by alterations of demand brought 
about by reasonable changes of price. A change of price sufficient 
to alter retail demand materially may mean a most violent 
alteration of the price received by the farmer. This is part of the 
explanation of the great inelasticity of demand exhibited by the 
authors’ statistics. Connected with this, but not identical with 
it, is the point that when farmers are over-producing it is they, 
rather than distributors, who bear almost the whole brunt of what 
is happening. For example, in May 1927 food sold by American 
farmers was retailing in American cities for 72 per cent. above 
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PRICES COMPARED WITH 
Normat (100) WHEN 
PRODUCTION Is— 
Pro- 
duction. | 20 per| 10 per | 10 per | 20 per 
cent. | cent. | cent. | cent. 
below | below | above | above 
normal | normal | normal | normal 
Potatoes. farm 1871- 
894 US. 129 113 90 81 
US. 135 115 88 78 
New York’ retail price 
1897-1915. - | US. 106 103 97 95 
French farm 
1887-1914. France 118 108 93 87 
Berlin wholesale price 
1902-1913. Germany | 145 119 85 74 
Berlin retail price 
1902-1913. Germany | 131 113 89 80 
Hay = farm price 1875— 
913 US. 117 108 93 88 
Apples New York wholesale 
1894-1914 | US. 117 108 94 88 
Maize US. farm 1875- 
1913 US. 128 113 90 82 
US. farm price “1921- 
1925 US. 130 113 89 81 
Liverpool mixed Ameri - 
can 1898-1913 51) Uae. 115 107 94 89 
U.S. farm 1900- 
1915 World 140 117 87 76 
913 US. 123 110 91 84 
U. farm "1899- 
1914 World 148 120 85 73 
Barley. US. farm "1875— 
1913 US. 116 107 94 89 
US. price "1899- 
1913 World 116 107 94 89 
Rice. New Orleans wholesale 
1905-1915. World 133 114 89 79 
Wheat. Liverpool spot price 
1899-1913 World 125 111 91 83 
Kansas wholesale price 
1899-1913. World 131 114 89 80 
contract 1899— 
913 World 120 109 93 86 
Berlin contract “1899— 
1913 Germany | 108 104 97 94 
Paris contract 1899— 
191 France 112 105 95 91 
Cotton. U.S. farm | 1882— 
1913 US. 112 105 95 91 
Hogs. U.S. farm price -1878- 
1914 US. 114 106 95 90 
Median of allthe above . . 120 110 92 85 
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pre-war prices, but farmers were receiving only 46 per cent. above 
pre-war prices for it. The authors point out further, that financial 
deflation, for example, increases the violence of farm price fluctua- 
tions, because freight rates and handling charges are slow in such 
circumstances to change, yet represent such a large part of the 
retail prices that any given change in retail prices necessary to 
dispose of a large supply represents a very high percentage of the 
farm price. 

It is curious that whilst this book is almost entirely concerned 
with calculations as to the elasticity of demand, this technical 
term is not, I think, anywhere mentioned therein. It is of so 
much interest to economists to get some sort of idea, however 
rough, as to the order of magnitude of elasticities in actual 
practice, that I have extracted the following table from the authors’ 
results. It will be seen that, taking the median of the various 
items, the short-period elasticity of demand, when calculated 
(generally speaking) in terms of the farm price, is remarkably 
near to unity. 

One further example quoted by the authors is worth giving :— 
“‘ Before the war, when the world wheat crop was 10 per cent. 
below normal, wholesale prices were 9 per cent. above normal in 
Berlin, 11 per cent. above normal in Liverpool, 14 per cent. above 
normal in Kansas City, and 16 per cent. above normal in Minnea- 
polis. At Saratov, Russia, wholesale prices were 22 per cent. 
above normal.” 

The authors’ inquiries relate almost entirely to agricultural 
produce. But a few items relating to industrial products suggest 
that the response of supply to abnormal conditions is much more 
easily affected than in the case of agriculture. This leads the 
authors to the following generalisation :—‘‘ The steel plant may be 
left idle while the workmen are unemployed, but a farm cannot be 
put into cold storage. The farmer is working for himself. He 
cannot discharge himself and stop production until prices rise. If 
the farm is closed up the farmer must abandon his business and his 
home. When an agricultural region is once settled, homes built, 
and a lifetime of labour spent in creating a farm, a rise in distribut- 
ing costs between this region and its markets will be borne by the 
farmers for an indefinite length of time unless the rise is so drastic 
as to destroy all values and lead people to abandon all their 
property and go elsewhere.” 

Mr. Warren and Mr. Pearson deserve the gratitude of economists 
for a most interesting and painstaking piece of pioneer work. 

J. M. Keynes 
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Post-War Banking Policy. By the Rr. Hon. R. McKenna. 
(Heinemann. Pp. 149. 7s. 6d.) 


Tue Rr. Hon. R. McKenna has been Chairman of the Mid- 
land Bank since 1919. In that capacity he has followed the 
example set by his predecessor, the late Sir Edward Holden, of 
devoting the greater part of his annual address to the share- 
holders of the bank to matters of cosmopolitan interest. Since 
the outstanding purpose of each of the addresses now collected 
into the present volume is to relate contemporary developments 
in money and banking to the country’s economic position, this 
book has been given the title of Post-War Banking Policy. 

With the exception of that delivered in 1923 (which has been 
omitted in favour of an address to the American Bankers’ 
Convention because “ its main subject is highly technical and of 
only temporary interest’’), the speeches are reproduced as 
originally given. For this reason it is unnecessary to give the 
content of each now. It should be mentioned, however, that the 
address substituted was delivered in 1922, and consists of a very 
able, detailed and clear discussion of the problem of Reparations 
and International Debts. Although the conclusions reached are 
by now familiar to economists, the address will repay reading for 
the sake of the incisive argument. 

As for the remaining speeches, mention may be made of some 
points which arise as a result of the opportunity of re-reading, and 
of considering the addresses as a whole. Perhaps the most 
important point concerns Mr. McKenna’s insistence on the 
significance of the monetary factor as an outstanding cause of 
the economic dislocation we have experienced since 1921. In 
that year he expressed himself as being opposed to the deflationary 
policy proposed by the Treasury with the double object of 
offsetting inflation and of restoring the gold standard—which 
was to be accomplished by means of extra taxation, high interest 
rates, and the restriction of credit. He urged that the only kind 
of deflation which was desirable was that resulting from augmented 
production. For this reason he averred that, in the meantime, 
“ Our financial policy should be one which stimulates production 
and trade” (p. 35). The equivalent of this view he expressed 
again in 1922 (p. 38), 1924 (p. 79), and 1926 (p. 110). The climax 
to this line of thought appears in the speech of 1927. In this he 
did not hesitate to attack the “ rigidity of the Bank of England 
system ” (p. 134), and called for an inquiry into its working. The 
justification for this attack he found in the rise of the deposits of 
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the reporting member banks of the Federal Reserve System by 
£891 million from November 1922 to November 1926, contrasted 
with a fall of £122 million in those of the ten London Clearing 
Banks. While, moreover, the former increase was associated 
with a relatively unchanged price level, the latter decrease had 
been accompanied by a decline in the price level. In seeking for 
causes of these opposed results he found that the former resulted 
from the elasticity of the Federal Reserve System, which contrasted 
with the inelasticity of the English system, excessive control of 
which was vested in the Bank of England. In short, the defla- 
tionary policy imposed by the Treasury and the Bank of England 
was @ prime cause of depression (p. 121 e¢ seq.). 

Comment may be made that Mr. McKenna did not correct 
these nominal figures of deposits for the price levels at the two 
dates, and thus display the respective differences between “ real ”’ 
deposit totals. Nor did he take account of the respective volumes 
of our currency, although he did quote the American figures. But 
these omissions do not invalidate the argument. It is more to 
the point to realise that his analysis shows that he has definitely 
ranged himself on the side of those economists who attach pre- 
ponderant importance to the rational control of the monetary 
machine as a means of obtaining control over the trade cycle. 
In this, and in demanding a re-consideration of the outworn 
provisions of the 1844 Act, he has gone further than (and 
provoked to disagreement) other bank Chairmen. And his 
insistence on the latter point, at any rate, will be acceptable to 
the majority of English economists. 

Another feature of the addresses, not of such great moment but 
nevertheless worthy of the clear stress laid upon it, is his handling 
of the rough generalisation that bank loans ordinarily create 
deposits. The illustration of this was the main theme of the 
address given in 1920; but its implications are referred to through- 
out. This contrasts with the inaccurate views propounded by the 
late Dr. Leaf, his adherence to which persisted despite criticism. 
In opposition to Mr. McKenna’s accuracy here, however, it is to 
be hoped that such statements as ‘‘ Bank loans and their repay- 
ments, bank purchases and sales are in substance the sole causes 
of variation in the amount of our money ”’ (p. 77), may in future 
editions receive more qualification than that possible in the 
argument of the relevant speech. Similarly, there is ground for 
quarrel with a generalisation almost antithetical to this one, 
stating that “ Indirectly, therefore, the Bank of England is in 
practice the controller of the volume of money” (p. 127). In 
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particular this denies any power of control to the joint-stock 
banks, the existence of which is testified by the history of war and 
post-war years. 

Another point calling for notice is Mr. McKenna’s insistence 
on the unmitigated burden of heavy taxation. In this he takes 
the usual business view, and displays clear-cut and unqualified 
opposition (pp. 32, 39, 49, 50, 107). But his pointed reference to 
the necessity which business men were under of borrowing from 
the banks in 1921 in order to meet their taxes (p. 32) is not without 
significance for the tax burden of that period. 

The last main feature to which attention may be called here 
concerns the reference to the need for research on the possibility 
of the control of credit. At the end of the 1928 speech he showed 
this was hindered by the absence of adequate banking statistics 
(p. 149). Itis agreeable to find his recognition of the importance 
of the point; but it is to be deplored that he saw no need for 
individual banks to set an example. Instead, he argued that 
co-operation between all the banks was essential for their pre- 
paration. Surely, however, by reason of the existence of the 
various banking associations, this co-operation is possible, and 
need not longer be delayed. 

On all the points mentioned above Mr. McKenna’s views have, 
throughout the speeches, remained constant; this is perhaps the 
greatest tribute to them that can be paid. An inconsistency may 
be detected when, in contrast to the McKenna of 1921, who 
argued against the proposed Treasury policy of deflation, the 
McKenna of 1927 is found saying, ‘“‘ Deflation, even rigorous 
deflation, was a harsh necessity in 1920 and 1921” (p. 132). 
Again, beyond minor printing errors, the only inaccuracy of fact 
appears on p. 53 of the address delivered in 1922. There the 
fiduciary issue of the Bank of England is given as £18,540,000. 
It should, of course, be £19,750,000. 

J. SYKES 


University College, Exeter. 


Les Batailles du Franc. By Gutorces (Paris: 
Félix Alcan. 1928. Pp. 256. 30 fra.) 

La Stabilisation du Franc. By Fernand LEURENCE. (Paris: 
Marcel Giard. 1926. Pp. 195. 12 frs.) 

La Politique Monétaire de la France, 1924-1928. By Pierre 
FRAyssInET. (Paris: Recueil Sirey. 1928. Pp. 299.) 

La Restauration Financiére dela France. By RayMonp Porncart. 
(Paris: Payot. 1928. Pp. 168. 20 frs.) 
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La Réforme Financiére et Monétaire en Belgique. By Henri 
Fournier. (Paris: Marcel Giard. 1927. Pp.254. 25/frs.) 

La Monnaie en Europe Centrale. By Evemér Hantos. (Paris : 
Marcel Giard. 1927. Pp. 256.) 

Le Retour VEtalon-Or. By Gzorcxs Lacout. (Paris: Payot. 
1926. Pp. 246. 24 frs.) 

La Réforme Monétaire anglaise.. By GrorcEs GAUSSEL. (Paris : 
Les Presses Universitaires de France. 1928. Pp. 160. 
20 frs.) 


THESE eight volumes deal with different aspects of the problem 
of monetary reconstruction in Europe. For the most part they 
are descriptive of the successive efforts which were made under 
different sets of governing conditions to put an end to inflation 
and to recover monetary stability. Such a topic allows of different 
modes of treatment, ranging from the analytical to the historical, 
M. Lachapelle’s narrative in particular covers a vast area. It 
deals with the financial conduct of the war in France, tlie Peace 
Treaty, reparations and the Dawes Plan and the innumerable 
efforts which were more often mere proposals to check the down- 
ward plunge of the franc. The subject-matter is treated in its 
political setting rather than in relation to the theoretical implica - 
tions of the problems raised, but it serves at least to bring out the 
changes in the trend of French opinion on such matters as the need 
for increased taxation and the possibility of exchange intervention 
by the Bank of France. M. Frayssinet and M. Leurence approach 
the problem from different angles. ‘The former provides a much 
more exhaustive account of the crises and the policies of the last 
five years, while the latter develops at length the theory of money 
and its application in the recent histories of France and Belgium. 
tn this case the treatment is statistical. Most of the other writers 
stress the importance of psychological factors which operate upon 
unstable and disorganised currencies and, at least by implication, 
suggest that these factors do not lend themselves to precise 
measurement. M. Leurence takes the view that even under 
abnormal conditions many of these factors can indeed be 
quantitatively determined, and he derives some comfort from 
the fact that in France the proportion of suicides to the total 
population shows a remarkable degree of constancy. He also 
insists upon the importance of measuring changes in the value 
of money by means of a representative cost-of-living index- 
number or, alternatively, by an index of retail prices and not by 
either the usual indices of wholesale prices or the height of the 
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States the Massachusetts cost-of-living index rather than that of 
the Bureau of Labour.) He then proceeds to estimate the amount 
of real purchasing power which the public desire to hold in the 
form of money, and finds that in France and Belgium between 1914 
and 1926 the amount of real purchasing power held did not vary 
beyond 20 per cent. of its mean value. In Germany and Austria it 
did not exceed 40 to 50 per cent. of its mean value. It is not 
obvious, however, that these examples show the same “ relative 
constancy ” which was found in the case of the French suicides. 

The amount of real purchasing power which the public desire 
to hold multiplied by the cost-of-living index gives a total which 
represents the monetary requirements of the public, and fluctua- 
tions in the rate of exchange occur when the actual supply of 
money exceeds or falls short of this total. As regards the 
mechanism of effecting exchange stability, the State must be in a 
position to exchange its notes against gold and gold against its 
notes; and accordingly must possess a stock of both. The question 
then arises as to how much gold will be necessary for this purpose. 
M. Leurence’s answer is that it requires at most a stock of gold 
equal to the excess of the circulation over the minimum monetary 
requirements of the public. If the State possesses no gold for this 
purpose and is unable to borrow the amount necessary it can 
“ amputate ”’ the circulation to the amount of the excess. Another 
possibility would be to choose a rate of stabilisation which would 
involve a rise in the cost of living to a level determined by the 
ratio of the actual circulation to the amount of real purchasing 
power which the public desire to hold. That, of course, is to 
presuppose that the financial position is so reconstructed that 
further inflation is unnecessary. In view of the fact, however, 
that this volume was written in June 1926, it is of interest that the 
author should find it possible to recommend the stabilisation of the 
French franc at some rate within the limits of 90 and 138 to the 
pound sterling. 

The details of the various crises are best described by 
M. Frayssinet, who also attempts a detailed analysis of the financial 
relations between the banks, the Treasury, and the Caisse 
@amortissement. The Treasury, which in June 1926 had become 
almost devoid of resources, was able in a short time to purchase 
$60 millions for debt service in August and September, recon- 
stitute the Morgan loan of $89 millions and repay 930 million francs 
to the Bank of France. From what sources did it acquire the 
means to do these things? Receipts from taxation and sub- 
scriptions to the bons de la D. N. provided a part, but not all. 


1929] FRAYSSINET: POLITIQUE MONETAIRE DE LA FRANCE 101 


The other part was obtained from the speculative purchases of 
francs on foreign account. Foreign speculators sold pounds and 
dollars against francs and deposited the francs with French banks, 
which in turn increased their purchases of bons de la D. N. or their 
deposits at the Treasury. In that way the Treasury was able to 
reborrow the francs which it had sold against foreign currencies, 
and the process could be repeated. In October, speculative forces 
drove the value of the franc still higher. M. Frayssinet argues 
that the Treasury had lost its control of the market partly on 
account of the functioning of the Caisse d’amortissement, which 
took over the administration of fully 48 milliards of bons dela D. N. 
and bons ordinaires du Trésor. In other words, at the very moment 
when speculative forces were driving the franc to a higher value 
the Treasury was deprived of a most useful resource of francs. 
Such a position naturally carried with it important dangers if a 
reverse movement had occurred. M. Frayssinet argues with some 
effect that the problem might have been simplified had the task of 
control been assigned at an earlier date to the central bank. 
M. Poincaré, on the other hand, was determined that the Bank of 
France should only assume control when the revalorisation of 
the franc was completed. 

The question of the stabilisation crisis is one which has been 
much discussed. Among the various indices of economic activity 
some stress is laid upon the yield of the turnover tax. Between 
the last quarter of 1926 and the third quarter of 1927 the yield of 
this tax declined by 301 million francs to 2,108 millions. Allow- 
ance must be made, however, for the withdrawal of the tax on 
exports, a source which had yielded a revenue of about 43 millions 
per month. The statistics of loaded waggons showed a decline of 
7 per cent. in the first eight months of 1927 as compared with the 
corresponding period in 1926, but only a decline of 2 per cent. in 
comparison with the corresponding period in 1925. The unemploy- 
ment figures, which, despite M. Poincaré, seem only to be accept- 
able as indicating the trend rather than the magnitude of unem- 
ployment, rose rapidly up to February 1927 and thereafter 
declined. And an index of industrial production declined from 
129 in October 1926 to 106 in April, after which it showed some 
slight recovery. M. Frayssinet concludes that there was some 
slackening of economic activity in relation to 1926, but that the 
conditions of 1926 were abnormal, and the decline was less 
conspicuous in relation to the previous year. In the same vein, 
M. Poincaré in his speeches to the Chamber of Deputies on 3rd and 
4th February, 1928—reprinted in La Restauration Financiére de 
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la France—while admitting that some crisis occurred, argues that 
its magnitude was not great. Looking to the future, the President 
of the Council appears to be less at ease, and while he believes that 
the methods of rationalisation have proved themselves to be 
important as regards the prosperity of Belgium, Germany and the 
United States, he does not anticipate their ready application to 
France. Rationalisation, he argues, means the sacrifice of 
individualism and originality, and these qualities French industry 
cannot afford to lose. 

In M. Fournier’s account and analysis of the Belgian problem 
it is claimed that the usual opinion that “ stabilisation must 
necessarily provoke an economic crisis has been contradicted by 
the facts.” But he admits that the readjustment has not yet been 
completed. Producers still enjoy a bounty which enables them 
to compete successfully in foreign markets, a bounty resulting 
from the relatively lower level of internal prices. He concludes, 
moreover, that some slackening of industrial activity in Belgium 
is probable, and anticipates that rationalisation will serve to some 
extent to safeguard the prosperity of the country. 

M. Hantos raises a problem of a rather different order. Has 
the partition of Central Europe been of such a kind as to endanger 
the economic possibilities of the secession states? M. Hantos 
writes with the conviction that it has. He argues that the 
economic organisation of each of these states is too restricted and 
incomplete to make possible a lasting form of monetary stability. 
It is perhaps important for economists in this country to be kept 
aware of the economic consequences of the break-up of the former 
Austro-Hungarian Empire, which in many respects constituted 
a real economic unity. A new sense of iudependence, more 
especially in countries which formerly existed under some form 
of political domination, carries with it important dangers which are 
not eliminated by the most carefully drafted of bank charters. 
M. Hantos pleads for a post-stabilisation reform which will involve 
the placing of the various currencies of the secession states on a 
common footing with the additional idea of a monetary union after 
the model of that revived in Scandinavia. 

M. Lacout and M. Gaussel deal with the problem of monetary 
reconstruction in the United Kingdom. With regard to the 
period since 1925 they offer different conclusions. According to 
M. Lacout the stability of sterling was safeguarded by resort to 
“ artificial’ measures; according to M. Gaussel the measures 
adopted were altogether “normal.” M. Lacout finds that the 
lack of adjustment of British prices made it necessary to adopt a 
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policy of attracting foreign balances, reinforced in 1926 by the 
fortuitous movement of funds from France and Belgium under the 
influence of the crises in these countries. 

It is perhaps true that in certain quarters there was a hope 
that a further rise in American prices would relieve the position. 
In fact, some such movement was in process from the second 
quarter of 1924 up to the time when the return to gold was effected. 
But that movement did not continue. On the contrary, American 
prices showed a marked downward tendency. Accordingly, there 
seems to be some point in distinguishing, as regards the difficulties 
experienced by British trade after the return to gold, between those 
difficulties which were associated with the process of readjustment 
and those which were associated with a falling level of world prices. 
It may, of course, be argued that the return to gold standard 
conditions implied an acceptance of the risk of a rise in the value 
of gold. To that extent there may be some point in M. Gaussel’s 
contention that the gold problem should have been taken more 
fully into account by the Bradbury Committee. ~ 

M. Gaussel also discusses the general economic situation of 
Great Britain and attributes its difficulties (a) to the general 
impoverishment of the world, and (b) to the fact that British prices 
are too high, if not in relation to American prices at least in 
relation to continental prices. In terms of the formula, 
N = P(K + RK’) he holds that if British prices are too high, 
“it is not that N is too large, but that K and K’ are too small.” 
But he makes no attempt to consider the possible means of acting 
on K and K’, even indirectly, while if he means that they cannot be 
acted upon he ignores the possibility of effecting a counter- 


balancing movement via N and R. 
D. T. Jack 


The University, 
St. Andrews. 


The Works Council: a German Experiment in Industrial De- 
mocracy. By C. W. GuitteBaup. (Cambridge University 
Press. Pp. 305. 16s.) 


Dvurine the war, and for some years after, the elements in 
the problem of industrial relations that were most discussed were 
not those over which most disputes occurred. Disputes were 
still predominantly over wages; discussion was concerned mainly 
with the workers’ claim to a share in the “control” of industry, 
or “ industrial self-government.” In this country the result of 
all this discussion in actual practice was small. It influenced the 
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phraseology of the Whitley Reports, led to a few interesting 
experiments in works committees, and rather widened the 
average employer’s and trade union official’s conception of the 
scope of collective bargaining, but otherwise came to nothing. 
In Germany the Revolution came just at the time when the 
demand for industrial self-government, and the belief in the 
possibility of attaining it through Works Councils, had their 
widest influence, and, by putting the Social Democrats into 
power, enabled and compelled the advocates of the claim to give 
some legislative effect to it. The outcome was the Works 
Councils Act of February 1920, the biggest innovation in the 
field of industrial relations in this generation. Mr. Guillebaud 
has made the results of this experiment available to students. 
He has observed it at close quarters from the beginning, and 
gives us not merely the letter of the law, but the actual working 
out of the scheme, its historical antecedents and the contemporary 
feelings that have moulded it, the problems with which it found 
itself faced, and its successes and failures in dealing with them, 
and its effects upon industrial relations in general. 

The scheme, as Mr. Guillebaud explains it, had a double 
origin. It was a natural continuation and completion of a move- 
ment dating back to 1848, which had already before the war 
secured compulsory works rules in factories and the statutory 
workers’ committees in mines, and during the war workers’ com- 
mittees in all works (employing more than fifty workers) brought 
under the Auxiliary Service Act. On the other hand, it was a 
concession to the aspirations which saw in the Russian Councils 
both an alternative to the bureaucratic trade unionism of Ger- 
many and the method of achieving social revolution. Similarly, 
the Councils when formed were the object of a double attack. 
Employers sought to obstruct and neutralise them as an invasion 
of their own necessary powers, or to exploit them as a tamer 
alternative to the union; while the Communists sought to make 
them the instrument of their attack both on the employers and 
on established trade unionism. It is not possible to summarise 
the narrative which makes it clear why the Councils survived. 
It may, however, be said that they could hardly have survived if 
the unions had not been able to get control of them and put 
their resources behind them; and it would have been difficult 
for the unions to succeed in this had the Councils possessed either 
funds of their own or a federal organisation of their own. In 
this country during the war the Ship Stewards’ Movement built 
up a federal organisation of its own, which functioned in the big 
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strikes of 1917; if the 1917 Munitions Act had included, as was 
at one time discussed, compulsory works committees, English 
trade unions might have been faced with a very awkward con- 
stitutional problem at the end of the war. It is made clear also 
that the Works Council system is dependent on the system of 
decentralised Industrial Courts, to which appeals can be taken 
without delay; just as the enforcement of works rules under the 
Munitions Acts in this country depended on the Munitions 
Tribunals, courts of a similar type. 

The experiment has been tried under very abnormal economic 
conditions, first the period of inflation, and then the period of 
depression that followed stabilisation. The strong bargaining 
position which labour occupied in the earlier years probably made 
it possible to establish the system; the employers’ attack on it 
in the later years has not been without effect—Councils are 
moribund or non-existent over a large part of industry—but has 
failed to destroy it, and Mr. Guillebaud is of opinion that it has 
become a permanent part of the machinery of industrial relations. 
In spite of the abnormal conditions, or perhaps rather on account 
of the abnormal conditions, the scheme has had an exhaustive 
test, and valid inferences can be drawn. It is dependent on trade 
union support, but has reacted on the unions, compelling them to 
depart from the exclusively “ craft’ basis on which they have 
hitherto been organised. It has not satisfied the aspirations of 
the wage-earner after “ control’; but it has given him additional 
safeguards of his economic status as a wage-earner, and possibly 
done something to elucidate the implications of “control.” 
These safeguards are summarised (pp. 232-33) as the right to 
supervise the execution of industrial regulations and collective 
agreements, the interposition of a valuable “ buffer” between 
the individual wage-earner and the management, the opportunity 
of supplementing the wider collective agreements by works agree- 
ments, and, most important, protection against arbitrary 
dismissal. 

The word “control” obscures a distinction which was com- 
monly ignored in the discussions of ‘‘ workers’ control’ in this 
country—the distinction between control in the sense of direction 
and control in the sense of regulation. The German experiment 
has shown the difficulty of admitting workers to a share in the 
former, at any rate through the medium of Works Councils. The 
representatives elected had not the education and interests required 
to make use of the statutory opportunities provided ; if they had 
the character required, they could not be sure of the support of 
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their constituents. The right of inspecting, and having explained, 
balance sheets and trading accounts appears to have been of 
little practical use; even the right to representation on Control 
Boards of companies has led employers rather to restrict the 
functions of Control Boards than to admit their workpeople to 
their confidence. Possibly more may come in time of these 
rights to financial information; but so far the impression is 
rather that the mass of the wage-earners are careless in the 
matter. On the other hand, as an organ of regulation of indus- 
trial conditions the Works Council has proved its value. Mr. 
Guillebaud really explains why the Councils have both failed to 
realise the hopes they excited and succeeded in justifying their 
institution. His examination of the experiment is worthy of 
comparison with Mr. and Mrs. Webb’s work in its thoroughness, 
and constitutes, therefore, the most important contribution to the 
study of the problem of “industrial self-government ”’ or “‘ con- 
trol’ that has been made in this country. 
H. 


The University, 
Manchester. 


A Way of Order for Bituminous Coal. By Watton H. Haminton 
and HELEN R. Wriaut, with the aid of the Council and Staff 
of the Institute of Economics, U.S.A. (London: Allen and 
Unwin, 1928. Pp. xviii +- 365. $2.50.) 

The British Coal Dilemma. By Isapor LusBin and HELEN 
EvERETT, with the aid of the Council and Staff of the 
Institute of Economics, U.S.A. (London: Allen and 
Unwin, 1927. Pp. xiii + 370. 10s.) 

Coal and its Conflicts. By Joun R. Raynes. (London: Ernest 
Benn, 1928. Pp. 342. 21s.) 


LiTTLE comfort is to be drawn perhaps from the knowledge 
that other countries are suffering equally with Great Britain from 
coal disorders; but there may be something to gain merely from 
learning that coal problems are apt to arise irrespective of national 
setting, time and special conditions. For if this country’s present 
trouble is of a type widely experienced by others, the conclusion 
is at once suggested that the difficulty is inherent in the nature 
of the industry itself, rather than in temporary circumstance. 
The further conclusion would then follow that the remedy is most 
likely to be found in some modification of the industry’s internal 
structure. 

The British reader will find useful matter along this line of 
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thought in A Way of Order for Bituminous Coal, by Mr. Hamilton 
and Miss Wright—a survey of the bituminous area of the 
American coalfield. In following its pages he might readily 
imagine that the scene was set in South Wales or Northumbria, 
so close is the resemblance with conditions here. In the descrip- 
tion of ‘‘ The Plight of an Industry,” a picture is drawn of medley 
and confusion, from which only one stable factor is distinguished : 
the demand for coal. ‘‘ Over against this fixed demand,” the 
authors write, is to be set a ‘‘ capacity to produce far too unruly to 
be made to serve asa balance. The law of the land and the system 
of free enterprise alike invite whosoever will to take a chance at 
the prizes offered by mining. Rich and abundant deposits, easy 
of access, receptive to recovery, are a lure to the adventurous. 
. . . Fresh enterprises have been started to produce coal that 
could be had at much less expense from old mines near by. . . » 
A surplus of labourers has been drawn into the industry when a 
host of mine workers were already suffering from want of employ- 
ment and earnings. . . . Thus has the sprawling domain of coal, 
beginning in the East, taken its wasteful and disorderly way 
towards the West and the South.” 

The situation thus traced is one whose outstanding features 
are disorganised marketing, over-production, inseourity of work, 
insecurity of profits, price-cutting, and wage-cutting—an almost 
exact replica of the position in Great Britain. The central point 
in the analysis is, however, that these conditions are due primarily 
to the existence of unrestrained competition. Under complete 
freedom of enterprise, unregulated and unco-ordinated, there 
must inevitably be failure, the authors say, to equate supply to 
demand. Supply tends always to overshoot demand: first, 
because the industry is speculative and draws in rash producers ; 
secondly, because a mining company prefers as a rule to continue 
producing at no profit or slight loss rather than to close down 
completely ; thirdly, because the loss incurred in any single mine 
is often less when it is worked at full capacity than when it is at 
half pressure; and finally, because the demand of consumers for 
coal is inelastic, scarcely expanding even though an excess of 
supply may lead to an extreme collapse of prices. With a fixed 
demand, and a supply bursting under the pressure of com- 
petition, the industry tends to be chronically in a state of excess 
production. 

Such a finding, whilst based on American experience alone, 
has interest for Great Britain in that it tends to show that over- 
production—a condition often regarded here as purely a post-war 
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phenomenon—may, in the case of coal, arise from conditions more 
permanent, conditions which are intrinsic to the industry itself 
whenever its competitive organisation is untempered by any form 
of co-operative direction. 

The same finding is implicit or explicit in the two further books 
for review here, both dealing directly with the coal problem in Great 
Britain. In The British Coal Dilemma, by Mr. Lubin and Miss 
Everett, the analysis of causes contains a chapter on “The Short- 
comings of Individual Enterprise,” in which it is stated: ‘ The 
truth is that wherever coal production has been allowed free rein, 
unchecked by any central control, its capacity has in recent years 
outrun any probable needs for its product.” Later it is addea. 
“‘ By its method and point of view the régime of individual control 
is unlikely to lead to an attack upon the problem of adjusting 
output to the needs of the market. It was better suited to the 
needs of a day when the market for coal was almost unlimited, 
when the primary concern of the mine owner . . . was to produce 
coal and ever more coal for a growing demand. To-day the 
menace of destructive competition from foreign countries and 
foreign substances forces a different problem upon the owners of 
British coal. To adjust to the modern situation requires a vast 
amount of scientific and economic information.” The argument 
is continued that the collection of information and the correct 
regulation of output on the basis of this information are possible 
only to some central organisation combining the interests of the 
industry as a whole. 

It may be inferred from certain passages in the third publica- 
tion, Coal and its Conflicts, by Mr. John R. Raynes, that he also 
would confirm the opinion that pure and unrestricted competition 
must be abandoned if a permanent solution to the coal problem 
is to be found. In place of competitive selling he would prefer to 
set a nation-wide, and later an international, scheme for regulating 
and marketing the output of coal. ‘‘ Holding up a periscope to 
peep into the future,” he writes, “one sees prophetically the gradual 
cohesion of the coal marketing schemes of South Wales, the Five 
Counties, and Scotland, into one co-ordinated whole, possibly 
acting in concert with similar marketing schemes in France, 
Germany, Belgium, Poland and other countries of Europe. 
Output will be transferred to those undertakings that can produce 
it most economically, and will be regulated according to market 
requirements.” 

On the general analysis of the causes of disorder there is thus 
fairly general agreement. At least part of the difficulty is traced 


I 


1929] LUBIN: BRITISH COAL DILEMMA 109 


to the régime itself of competitive anarchy, which fails to secure 
the adjustment of supply to demand. But the most difficult 
problem still remains. What degree of national or international 
control of supply is necessary to provide a remedy? And what 
precise form should the control take? On these points there are 
as many opinions as there are writers. Mr. Raynes, who gives 
little further indication of his solution than the statement quoted 
above, would seem to be contented with the extension of the 
existing coal-marketing schemes under the control of the mine 
owners. He recognises the importance of widening the sphere of 
control internationally, but appears to contemplate no inter- 
vention of the Government in the system, and no general 
amalgamation of companies. It would be simply a scheme of 
output regulation. 

At the other extreme, Mr. Hamilton and Miss Wright, dealing 
with the American situation, rest little faith in anything but a 


‘comprehensive national trust. ‘The consolidation of. all, or 


nearly all the coal companies into one giant corporation which 
was made a legal monopoly would obviously provide the unity 
which the coal industry demands. Moreover, it offers a means 
of reaching decisions with less confusion of tongues and a simpler 
means of carrying out policies than is offered by any form of 
monopoly which stops short of consolidation.” In brief, what is 
suggested as a solution to the disorder in the American bituminous 
coalfields is the compulsory amalgamation of substantially all 
the mines under one national control. The Directorate would 
comprise fifteen members, five representing the interests of 
consumers, five appointed by the workers in the industry, four 
appointed by the administrative officials, and a chairman. This 
body would be “‘ at once an agency of collective agreement and 
an active directorate of a large corporation.” 

The authors of The, British Coal Dilemma adopt a position in 
between these two extremes. It is true that the remedy towards 
which they incline is nationalisation. But they readily admit 
its immense difficulties. Moreover, numerous alternatives are 
recognised. ‘‘ Between private enterprise as now carried on and 
nationalisation there are many different kinds of public co-ordina- 
tion and control which might conceivably be adopted to achieve 
the ends of an efficient industry. . . .” 

If the attempt were to be made to combine the wisdom of the 
three inquiries, the task might be essayed on these lines, If new 
organisation is needed, there is a strong prima facie case for giving 
it the utmost simplicity possible, and for developing it on 
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principles already tried. Hence the bias, at least in Great Britain, 
would seem to be towards the relatively simple system touched 
upon by Mr. Raynes: the extension and coalescing of existing 
marketing schemes into one effective system of control. This 
would accomplish the major aim of reorganisation: to abolish 
competitive selling, and adjust the supply of coal to the require- 
ments of the market. It would involve nothing more cumbrous 
than a national marketing system, capable of controlling effectively 
the output of all mines. 

But there is a second aim which the other inquiries both 
emphasise : to secure the interests of the consumer. If the fixing 
of the price of coal were left entirely in the hands of an industrial 
monopoly, as suggested by Mr. Raynes, the position might be 
used not merely to restore the fortunes of the industry, but to hold 
up the community to ransom. Thus if the aim of securing all 
interests is to be attained, the national selling agency must provide 
in its constitution some means for giving expression to the concern 
of consumers. This would be an extremely delicate matter. To 
meet it Mr. Hamilton and Miss Wright propose that consumers 
should be represented directly upon the Board of Control of the 
national coal organisation. But one wonders whether a board 
composed partly of producers and partly of consumers, whose 
interests would be diametrically opposed, might not on occasions 
find itself at a complete deadlock, and unable to reach a decision. 
Especially would this be probable in the fixing of prices. Possibly 
a better suggestion for safeguarding the interests of both the 
industry and the consumers would be that of Professor J. H. 
Jones, under which the price of coal would be automatically fixed 
as a function of the costs of the modal (statistically representative) 
mining unit, and the only member of the Board of Control other 
than mine owners would be an expert accountant-economist 
delegated by the Government to ensure that the price-fixing was 
done according torule. But the problem is not lightly dismissed ; 
and it would have been helpful if the three books under review 
had focussed further attention upon this and other difficulties 
which would arise after their projected eens of the coal 
industry had taken place. 

A second point on which more discussion would have been 
fruitful—the most important point, socially, of any arising out 
of a proposal for output control—is the effect upon unemployment 
of limiting output. For the most part this question is neglected, 
and little reference is made in the three inquiries to possible 
methods of dealing with the additional unemployed. Mr. Raynes 
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says optimistically of his marketing proposal: ‘Losses on 
production will cease for the owners, and privation of standards 
of life will cease for the miners.” But if these “losses on pro- 
duction ” are eliminated through higher prices, involving the 
restriction of output, it is evident that fewer men will be employed, 
and that there will therefore be considerably increased “ privation 
of standards of life’ for the workers. Similarly, the authors of 
The British Coal Dilemma, whilst perceiving that nationalisation 
and rationalisation will involve much pruning and readjustment 
of the industry, offer little suggestion as to what may be done 
with the human material to be discarded. Clearly there is a gap 
here, a gap which can only be filled at present by some scheme for 
spreading out employment. To this end little else would seem 
effective than the reduction of working hours, carried out in 
proportion as prices and profits were restored. It is difficult to 
understand how the three writers who deal with the British 
situation should have overlooked this necessity of limiting hours 
of work as a corollary of output limitation, since both the Royal 
Commissions from which they liberally quote give special 
prominence to the necessity for the seven-hour day. 

If it were attempted, then, to select from these three studies 
the most convincing proposals for reconstructing the industry, 
and to press them to their due conclusion, the result would be 
broadly this. As the first and most urgent need, it is suggested 
that competitive marketing should be abolished, and in its place 
a national agency set up for controlling the output and sale of 
coal. Then, as a corollary of the control of output, two further 
measures would be necessary. One, mentioned by the American 
inquiries, would be to ensure that consumers had a voice in the 
policy of the selling agency and in the fixing of the price of coal. 
The other, mainly overlooked, would be to reduce hours pro- 
gressively with a view to countering the unemployment caused by 
reducing output. 

Some reference should be made, in conclusion, to the special 
aim and content of each of the books for review. In the case of 
Coal and its Conflicts the approach is definitely historical. Mr. 
Raynes has set himself the task of giving an account of every 
important dispute in the industry since the discovery was first 
made that “‘ black stones would burn.” An immense amount of 
material has been gathered and engagingly presented. The book 
may give the impression, perhaps, that the author finds friends 
mainly amongst the owners; but the effect of his vigorous pursuit 
of the case, whilst destroying something of its poise, has been to 
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produce three hundred closely packed pages which read not less 
easily than a novel. 

If a discussion of remedies is desired, the reader will find much 
that is suggestive in T'he British Coal Dilemma. The historical 
introduction in this case, though adequate, is much condensed ; 
and more than half of the book is devoted to the analysis of 
causes and the weighing of evidence for different solutions. Con- 
sideration is given more especially to the proposal for nationalisa- 
tion, which is contemplated, on the whole, with favour. The 
main difficulty confronting the discussion in this book is that it 
deals almost entirely with remedies proposed by others, and that 
these remedies are innumerable. Thus if twelve of them are 
sometimes grouped for criticism under one heading—say, national- 
isation (there are at least twelve variants of the proposal to 
nationalise the coal industry)—the object being criticised is not a 
practical remedy, but a philosophy; and the only arguments 
which can be brought to bear are those relating to the broader 
philosophic issues. If, therefore, a certain lack of incisiveness is 
to be detected in some of the conclusions of The British Coal 
Dilemma, the defect lies mainly in the method of approach; and 
this method is virtually inevitable unless the authors are willing 
to adopt one specific solution as the basis of argument. The most 
noteworthy contribution of the book would seem to lie in its 
preliminary analysis of causes and of the economic background of 
present difficulties. 

A Way of Order for Bituminous Coal is not to be judged by 
itself alone, since it is the sequel to The Case of Bituminous Coal, 
written by the same authors; it may, however, be read separately. 
Being a sequel, it confines attention mainly to the constructive 
proposals of the authors, arising out of their analysis in the 
earlier book. The scheme for co-ordinating the bituminous coal- 
fields under a single national control is given in elaborate and 
thought-provoking detail; and whatever adverse criticisms of it 
may arise in the reader’s mind, they are not likely to exceed in 
severity the commentaries, actually published at the end of the 
book, of two members of the Council of the Institute of Economics. 


The discussion is frank a and free from dogma. 
J. R. BELLERBY 
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The Economics of Instalment Selling: a Study in Consumers’ 
Credit, with special reference to the automobile. By 
E. R. A. Seniaman, MacVickar Professor of Political 
Economy, Columbia University. 2 vols. Pp. xii + 357 
(Vol. I), 623 (Vol. II). (New York and London: Harper 
Bros. 1928.) 


THESE two volumes are the result of team work. Professor 
Seligman was prompted to take up the investigation because 
he read in a weekly periodical “a dirge over political economy,” 
which declared that the bankruptcy of economics was illustrated 
by the failure of its votaries to attack the subject of instalment 
selling. 

He tells us that after a year’s investigation and reflection he 
is convinced that an entirely new chapter is here opening up in 
both theory and business life. He finds that we stand on the 
brink of another revolution in economic science and economic 
life scarcely inferior to the Industrial Revolution.- “ 

This is a strong statement, and coming from such a source 
challenges the attention. These two volumes then must be 
studied carefully and the system sounded to the depths. 

In the first place there is nothing very new about instalment 
selling. We have long been familiar with it in this country. 
Thus it is not a purely American expedient to meet new con- 
ditions. For many decades householders have been able to 
purchase their dwellings through building societies, and those 
organised on what is called the Mutual Benefit method have 
enabled members to enjoy a freehold fully paid for by their own 
and by fellow-members’ subscriptions. These societies were so 
organised that when an arranged sum had accumulated it was 
balloted for, and the only condition as to its enjoyment by the 
winner of the ballot was the continuance of regular payments, 
either weekly or monthly. This system eliminated all question 
of interest on the purchase money—hence Mutual Benefit. Or, 
again, in more recent times, when capital for equipping factories 
is not always easy to get, manufacturers and makers of new 
machinery and processes have been willing to instal them, thus 
giving the immediate use of machines and other facilities, the 
payment being spread over an agreed period and liquidated by 
instalments. Other applications have been in the home, the 
most common form being gas-heating and cooking-stoves, pianos 
and other expensive articles of furniture. 

Professor Seligman’s book deals especially with the motor- 
car industry. The system has been applied to this a in 
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Great Britain, and it is here, perhaps, as in America, that it has 
developed more fully than in any other direction. Here we 
have had Finance Corporations specially organised to take over 
risks and attend to the special conditions attendant on a fairly 
rapidly wasting asset. In America the system has been carried 
even further, as not only Finance Corporations but special Insur- 
ance and other Companies have been established with the object 
of rendering the system foolproof. 

We are informed that “ there are five different classes affected 
by the system of instalment sales: the purchaser of the auto- 
mobile; the dealer, including under this head the wholesale 
dealer or distributor, the dealer proper or retail dealer and the 
sub-dealer; the finance company; the manufacturer; and the 
banker, together with the general investing public.” The 
method, so far as the manufacturer is concerned, has been so 
framed as to allow continuous production all the year round. 
The normal supplies to distributors go through as usual and the 
balance of production is distributed presumably on an estimated 
demand, and the cost of this production is met by drawing three 
or four months’ bills without recourse. One might criticise this 
as being likely to create a dangerous financial condition. It 
might be replied that in connection with the export of staple 
commodities, especially raw materials and cereals, there has 
been practised, for many decades, the method of drawing bills 
against shipment even though these goods were shipped to an 
unknown market, and that it has worked without danger, thanks 
to the intermediary of Accepting Houses. If this be so, why 
should not the anticipated demand for cars enable manufacturers 
to produce and recoup themselves by means of bills which would 
be met by specially constituted corporations? It should be pointed 
out, however, that in the case of the ordinary raw materials and 
food-stuffs of everyday life, the demand is practically certain, 
and the system enables the exporter from a distant country to 
get the advantage of the best market when the goods arrive near 
their destination. Whether it is sound to attempt to apply the 
system to what in England, at any rate, are regarded as luxury 
goods is another matter. The term luxury goods could justi- 
fiably be applied to cars not required for business or professional 
purposes. One might suggest that cars for business and pro- 
fessional purposes would be paid for in the ordinary way We 
are told that 60 per cent. of the cars sold in America and Canada 
are sold under the Instalment System. That means that 40 per 
cent. are sold outright, and it is just possible an investigation 
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might show that that is the proportion between cars for necessary 
purposes and cars for luxury purposes. 

An English expert who favours the system, points out that 
“instalment selling means that credits have passed from the 
producer to the consumer, and that instead of there being large 
sums owing by producers, there are innumerable small sums 
owed by an almost incalculable number of people. The risk 
is beautifully spread from a credit point of view, and I cannot 
imagine that disaster could possibly ensue.” 

The spreading of risks over a large area is certainly a feature 
which merits thought and attention, as does also the fact that a 
manufacturer, who is able to place his manufacture of surplus 
cars in the hands of possible distributors, is able to effect a very 
great saving in storage accommodation, only to mention one. 
Nevertheless, to judge the system all round, it would be neces- 
sary to determine whether in the aggregate it would lead to 
either an increase or decrease of cost to the consumer. -Of that, 
only long and continued experience could give a satisfactory 
answer. 

As practised in this country in connection with furniture, 
undoubtedly there is an additional expense, and if that were 
true of all goods handled by the system it would seem to imply 
a lessening of purchasing power. The conditions in America 
and in this country are so very different that it is impossible to 
imagine that a decreased purchasing power in America affecting 
individual consumers would have the same serious effects as in 
this country. At the present moment, probably the most serious 
factor in causing unemployment here is the decreased purchasing 
power of the individual owing to increased taxation—national 
and local—and increased cost of living. One of the most neces- 
sary developments is to increase the purchasing power of the 
community. We want, above all, decreased costs not only to 
improve our internal markets but to help us in competing in 
foreign markets. Thus any system which might tend to increase 
costs and thereby decrease purchasing power should be viewed 
with suspicion. 

Taking the contents of the book: in Volume I, Part I is 
historical and statistical, Part II is analytical and deals with 
the nature and characteristics of instalment credit and the effects 
of instalment credit. Volume II consists of seven appendices, 
dealing with Real Estate, the Volume of Retail Sales, the Con- 
sumer’s Study, the Merchandise Study, the Dealer Study, the 


Repossession Study, and the Depression Study. 
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The great care and skill evidenced in the compilation of this 
interesting study, and the fact that Professor Seligman has been 
able to get the assistance not only of trained economists but of 
interested business parties, who have placed their cards on the 
table with what may be termed an almost hitherto unexampled 
candour, warrants one in saying that whether we are prepared 
to go the whole length of describing the movement as the greatest 
event in economics since the Industrial Revolution or no, we 
have here a possible advance in commercial and industrial organ- 
isation which only a very unwise man indeed would be prepared 
to dismiss without giving it profound and careful study. Those 
who may undertake that study with the object of assisting the 
business community in this country to come to a decision should 
be prepared to take into consideration the great variety of con- 
ditions affecting the business world. These affect no two countries 
alike, so that our investigator should be prepared to undertake 
an equal, if not a greater amount of work, assisted by competent 
economists and the best commercial brains of the country, before 
attempting to dogmatise. 

A. W. KimKaLpy 


Grain Growers’ Co-operation in Western Canada. By Haratp 8. 
Patron, Ph.D. (Harvard University Press: Study No. 32. 
1928. Pp. 471. 23s.) 


Tue literature upon the Pool movement is growing. A 
preliminary notice of the Canadian Wheat Pools appeared in the 
Economic Journat of March 1925. It was based on articles 
written for the Grain Growers’ Guide by Mr. J. T. Hull, who is 
now the managing editor of the Scoop Shovel, the official organ 
of the Manitoba Wheat Pool. In the Year Book of Agricultural 
Co-operation in the British Empire, 1928, edited by the Horace 
Plunkett Foundation (London, Routledge), Mr. Hull continued 
and expanded his narrative, showing the stimulus given by the 
Wheat Pools to other commodity pools and the reasons which 
compelled the fruit-growers of British Columbia to requisition the 
assistance of the Provincial Government in the marketing process. 
In January 1928 the Bureau of Agricultural Economics, Depart- 
ment of Agriculture, Washington, D.C., issued Technical Bulletin 
No. 63, Co-operative Marketing of Grain in Western Canada, by 
J. F. Booth. This excellent publication, which may be obtained 
for the nominal price of 20 cents, devotes the final section to a 
comparison of Co-operative Grain Marketing in the United States 
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and Canada. In the Journal of Farm Economics (U.S.A.), July 
1928, Mr. Booth develops the comparison or rather the contrast 
between the local farmers’ elevators and loose pools of the U.S.A. 
and the integrated marketing service of the Canadian West— 
with its three provincial pools and single Central Sales Agency, 
firm five-year contract, local and terminal elevators, and direct 
representation in eastern and foreign markets. And now comes 
Dr. Patton’s scholarly treatise, a full-dress survey of Grain 
Growers’ Co-operation in Western Canada, in which history and 
analysis are blended with subtle skill: Part I, The Struggle for 
Free Marketing; Part II, The Farmers’ Co-operative Elevator 
Companies; Part III, The Movement for Collective Marketing, 
1919-27. 

Part III deals with war control: the Canadian Wheat Board 
(the Dominion authority which marketed the 1919 crop): the 
agitation for a renewal of control, which eventuated in the creation 
of the contract pool by the organised farmers on their own re- 


sponsibility: and the achievements of the pools from October 


1923, when Alberta led the way a season ahead of the sister 
provinces, to the time of writing, 1927. Dr. Patton prepared his 
study on the spot during the years when the farmers were dis- 
concerting the prophets; and the judicial way in which he 
appraises the old ways of the farmers’ co-operative companies and 
the new ways of the pools, neither depreciating the one nor fore- 
telling disaster to the other, contrasts strongly with the petulant 
scepticism in which academic economists freely indulged in 1924. 
Friends and foes alike have recognised that the Pool’s testing time 
would come in August 1928, when the five-year contract came 
up for renewal. The Pool came into existence on the rising 
market of 1924. Would it not go out of existence if the market 
should fall at the end of the term? The price of wheat slumped 
heavily between June and August 1928, but during this very 
period the contracts were successfully renewed, thus once again 
disconcerting the prophets. In 1925, 6, 7 the Pool handled over 
50 per cent. of the crop; and the president of the Pool, Mr. A. J. 
McPhail, in reviewing the first chapter of Pool history, was able 
to say in October 1928, ‘ We are beginning the second contract 
period with a larger measure of control than we have had at any 
time since the Pool began operations.” And what a record ! 
Total marketings over the period, including coarse grains, 750 
million bushels; money turn-over one billion one hundred million 
dollars; accumulated elevator and commercial reserves over 
twenty million dollars. It says much for Dr. Patton’s insight 
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that these results seem to follow quite naturally from the economic 
evolution which he unfolds over a period of some thirty years. 

The author’s section on operating results of the Wheat Pools 

pp. 339-50) is a model of terseness. He explodes the claim of the 

grain trade that non-pool farmers have received more. For the 
trade has used an average which neglected the fact that some 
70 per cent. of the crop moves forward during three months of low 
prices. When this is allowed for, “the average price actually 
received by non-pool growers—especially those selling on street 
[7.e. the small shipper]—was appreciably less (p. 343). Moreover 
the scheme is self-financing, and from the farmers’ standpoint 
cost him less than nothing. For the Pool first deducts the selling 
costs of the Central Sales Agency—in 1926 one-fifth of one cent. 
per bushel; and the remainder is the base price, as at Fort 
William or Vancouver. From this the three provincial pools 
deduct (a) the cost of provincial operation, and (b) contributions 
to elevator and commercial reserves. The reserves are credited 
to the individual account of pool members and bear interest at 
6 per cent. Thus the farmers of the Canadian West, without any 
previous accumulation of capital, are gradually becoming the 
owners of a vast business; and they derive from it in the mean- 
while not only the periodic payments on the wheat they deliver, 
but also interest on their equity in the investment. From this it 
is clear how vital to the Canadian plan is the strict observance of 
the contract. 

There are those who believe that the next forward step is the 
integration of co-operative supply on a modified pool basis. For 
this problem too the author supplies an admirable background. 
He shows the difficulties to be faced and the substantial success 
already achieved by the United Grain Growers in certain lines of 
supply. The Saskatchewan Co-operative Elevator Company was 
absorbed by the Saskatchewan Pool in 1926, but the United Grain 
Growers are still outside, in unhappy disharmony with the pools 
of all three provinces. They have done much for co-operation, 
much for the pool movement itself in the past. It may be that 
in the integration of supply a means may be found whereby the 
old and the new may get together. If that could be achieved, 
nobody, I suspect, would be more pleased than the author of this 
book, unless, perhaps, his reviewer. 

Dr. Patton is very skilled in the art of comparison and con- 
trast. He sums up detailed exposition in comparative résumés, 
as, for example, of the Manitoba Government elevators, which 
were a failure, with the Saskatchewan farmer-owned but govern- 
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ment-aided elevators, which were a success (p. 111). And there 
is a good comparison of the United Growers with the Saskatchewan 
“Co-op.” (pp. 326-39). Dr. Patton finds the record of the latter 
more favourable, but this is mainly because the U.G.G. had to 
offset against its profits from grain-selling losses in co-operative 
supply. In Saskatchewan the losses on supply, relatively to 
achievement, were heavier, but they attached to the trading 
department of the Saskatchewan Grain Growers’ Association. 
Therefore the superior record of the Saskatchewan ‘‘ Co-op.”’ is 
mainly a matter of different grouping. The book closes with a 
full bibliography and is in every way a credit to the Economic 


Studies of Harvard University. 
C. R. Fay 


The Triumphant Machine. By R. M. Fox. (London: The 
Hogarth Press. 1928. Pp. ix + 148.) 

Industry’s Coming of Age. By R. G. Tuawett. (New York: 
Harcourt Brace & Company. 1927. Pp. viii + 274.) 

Making Goods and Making Money. By H. Taytor. (New 
York: The Macmillan Company. 1928. Pp. viii + 287.) 

The New Industrial Revolution. By W. Meaxtn. (London: 
Victor Gollancz, Ltd. 1928. Pp. 284.) 


TuEsE four books are concerned with a single subject—the 
industrial situation—and all are trying to answer the question : 
Quo vadis ? 

The Triumphant Machine is a working-man’s protest against 
mass production and the subjection of the workers to machinery. 
** Guidance, selection, interest, variety are the needs of youth.” 
‘‘ Indifference, mass treatment, monotony are meted out to 
them.”’ If there is little that is new in the book, and much of it 
might have been written in the early days of the Industrial 
Revolution, this is all the more to our discredit. The writer’s 
criticisms, though tinged with bitterness, are seldom unjust or 
even exaggerated. But he has nothing outstanding in the way 
of practical remedies to offer. ‘“‘To make industry safe for 
humanity,” ‘to humanise industry instead of mechanising 
humanity,” we must transform scientific management into social 
service. Otherwise, Mr. Fox can only advocate “ workers’ 
encroaching control,” but though he recommends it earnestly, he 
is too much obsessed by the machine to allow himself much 
enthusiasm. 

Professor Tugwell finds very little wrong with industry. His 
book is mainly descriptive and explanatory of the “‘ startling rise 
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in our manifest power to produce goods.” This new productivity 
is entirely a matter of management, in which the worker has 
neither part nor say. ‘‘ The Industrial Revolution has completely 
denuded the worker of responsibility, just as, also, it has stolen 
away his skill. . . . The general policy of Workers’ Organisations 
can help or hinder the progress of industry, but the worker on 
the job can scarcely affect the issue.” This state of affairs, which 
breaks Mr. Fox’s heart, troubles Professor Tugwell very little. 
It is a side issue: he accepts it without analysis and never 
mentions it again. He proceeds to discuss in detail nine general 
causes for our increased productivity, twenty-two specific or 
technical causes, and five barriers to productivity. It might 
have been thought that everything had now been said, but he 
adds and describes yet another six practical suggestions for 
increasing productivity. 

There remains the vital question: What do we want from 
industry and how can we get it? The American worker receives 
44 per cent. more to-day than he could have earned in 1909; 
he is twice as well off as the London workman and three times as 
well off as his Paris confrére. America spends on education more 
than all the rest of the world put together. Nevertheless there 
is poverty, there is child labour, there is waste and war. There 
is filth and disorder in our modern cities. But the responsibility 
for this lies in our faulty social arrangements: there is no inherent 
vice in industry. And Professor Tugwell is confident that we can 
get what we want, provided we are wise enough not to set our 
hearts on a new Athens or a new Florence or any of Mr. Wells’s 
Utopias. 

Mr. Horace Taylor, though less convinced, is also reasonably 
optimistic. He grips the reader’s attention at the outset by his 
attractive title and his statement of an “‘ economic anomaly.” 
The social purpose of industry is to produce goods: the purpose 
of the individual who engages in industry is to make money. Are 
these two separate interests identical, or do they conflict? Can 
we still find comfort in Adam Smith’s theory of the hidden hand, 
or must we regretfully subscribe to Professor Veblen’s dictum 
that the highest achievement in business is the nearest approach 
to getting something for nothing? Mr. Taylor looks for his 
answer in the industry of to-day, and describes the position in his 
own country with the same minute detail as Professor Tugwell, 
whom he repeatedly quotes. But though the same ground is 
covered, the angle of observation is different. Professor Tugwell 
is concerned with volume and mass and the causes thereof. Mr. 
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Taylor reviews the growth and scope of industrial units, the con- 
ditions of internal efficiency and the influence of external relation- 
ships with the single aim of discovering whether or not it becomes 
increasingly necessary to make goods in order to make money. 
And he concludes that our modern large-scale production is 
definitely favourable to the interests of the community. Com- 
mitments of capital once made are largely irrevocable and irre- 
trievable; fixed charges encourage production, and fixed charges 
are increasing. Professor Veblen’s picture of the greedy mono- 
polist withholding goods and services from the hungry crowd is 
not even a recognisable caricature of the modern industrialist. 
Indeed goods are so plentiful that we have to invent an art of 
salesmanship to ‘‘ force them through a choking market” to 
the consumer. The goods are there: there remain the further 
question of equitable distribution, and a host of minor attendant 
problems, national and international, which Mr. Taylor indicates 
in his final chapter. Even the correspondence-between social 
interests in making goods and individual interests in making 
money will not, he concludes, by itself unlock the door to an 
untroubled state of economic affairs. 

Mr. Meakin’s book is of a different order. It deals with the 
grim struggles of industry in the Old World instead of with its 
fabulous successes in the New. It describes what rationalisation 
has done for Germany and indicates what it might do for Great 
Britain. The term, we are told, is seldom used intelligently : 
sometimes it is confused with scientific management, at others it is 
identified with trustification and monopoly. Mr. Meakin refrains 
from defining, and confines himself to explaining it by means of an 
admirable description of the recent achievements of Germany in 
coal-mining, in steel production, in chemical manufacture and 
other industries. Rationalisation is shown to be the thorough- 
going, comprehensive reconstruction of an entire industry in- 
volving the cutting out of every duplicated activity, the closing 
down of overlapping departments, the scrapping of less efficient 
equipment, and above all the allocation of specialised production 
to every appropriate unit. 

In the Ruhr the French occupation, following upon the chaos 
of inflation, had brought the mining industry to the verge of 


collapse. Reconstruction was the only alternative to bankruptcy. 


The process has been compared to a surgical operation, but in 
Mr. Meakin’s opinion the total amount of distress caused by the 
crisis in German industry has been relatively much smaller than 
the widespread and persistent misery in the British coalfields, 
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The whole industry was reorganised by a carefully-thought-out, 
concerted plan, which could hardly have been carried out by any 
less-disciplined body of owners. There is no doubt that the 
existence of cartels paved the way for rationalisation. Complete 
modernisation has produced such a degree of efficiency that in 
the Ruhr the average is hardly removed from the best. ‘“‘ Every 
mine left in production is a huge coal-using factory, as well as a 
coal-getting undertaking, and all the associated coking, by- 
product and power enterprises are regarded as an integral part 
of the industry.” An interesting development is the long-distance 
supply of gas, whereby towns more than a hundred miles from the 
collieries are supplied by these with gas at a cost smaller than that 
of production on the spot. The figures quoted show that the 
German coal industry can pay its way, allow liberally for depre- 
ciation and make a profit. (Incidentally, there appears to be a 
slight discrepancy between some of the figures on pp. 79-80.) 
The achievements of the Steel Trust are even more remarkable 
than those of the coalfield. The chemical industry was already 
in the hands of a single Trust before the war, and new activities 
were directed mainly to the adaptation of the industry to new 
needs and new conditions. By 1927 Germany had regained her 
supremacy as a seller of chemical products in the world market. 

Although rationalisation has been most drastic in the basic 
industries, yet its principles have been applied in varying degrees 
to the textile industry, to engineering, and to the electrical 
trades. Everywhere there has been a desperate, gigantic effort 
to raise Germany out of the abyss, and anyone who chanced to 
visit the industrial districts, and more particularly the Ruhr, for 
the first time to-day would have considerable difficulty in believing 
what conditions obtained between 1923 and 1925. 

The process could not have been carried out without the co- 
operation of the workers, whose attitude to the movement is 
significant. The General Federation of Trade Unions and the 
organisations of salaried workers are agreed that rationalisation 
is a necessity. But they insist that the workers shall share the 
benefits, and shall not be left to bear the brunt of the hardships 
of the transition period. The men who are displaced by the 
initial changes must be financially assisted until they can be 
re-absorbed. Once the industry is rationalised, real wages must be 
raised. Whatever their own views of private enterprise and the 
future of industry, the Union leaders hold that “ a joint effort by 
all parties is worth while ”’ to tide over the existing crisis, 

The moral for this country is obvious. In Chapter X, entitled 
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“ The Choice of Labour,”’ Mr. Meakin places the issue in the clearest 


possible terms before the leaders of the Trade Unions. The policy 


recently outlined by the General Council of the Trade Union 
Congress is a satisfactory enough reply, though Mr. Meakin is not 
too sanguine. ‘‘ How far the Council will be able to convince the 
industrial movement as a whole of the wisdom of the decision is a 
matter for future revelation.” . If there is no chapter specifically 
entitled “‘ The Choice for Employers ”’ it is only because every line 
in the book is addressed to them. Important as the attitude of 
labour may be, and some of their most cherished traditions will 
have to be abandoned if success is to be achieved, “‘ the policy of 
the employers will be the deciding factor.’ And at present, “if 
there is confusion of thought among the workers and their 
leaders,” “‘ it is at least matched by the chaotic mixture of ideas 
in the minds of the majority of employers.” The best that Mr. 
Meakin can say for us is that there is beginning to be a change of 
outlook. But our worst danger is that rationalisation may be 
“ carried out in long-drawn-out stages, without any general plan 
or co-ordination, with no effort to secure the co-operation of the 
Unions.” In short, “ muddling along” would be accompanied 
by infinite suffering. The New Industrial Revolution can be 
warmly recommended to every business man, every politician 
and every municipal authority in the country. 
H. ReynarpD 


Economic Problems in Europe To-day. Edited by W. HENDERSON 
Prinewe, M.A., LL.B. (London: A. and C. Black. 1928. 
Pp. xi-+ 146. 5s.) 

The Economic Problems of Europe. By M. Puiips PRIcE. 
(London: Allen and Unwin. 1928. Pp. 218. 8s. 6d.) 


THE first of these volumes consists of lectures given by 
invited visitors at the City of Birmingham Commercial College 
in the autumn of 1927. Although thus the work of contributors 
who were obviously chosen as experts in their subjects, it suffers 
from a conspicuous lack of unity. The editor says that the 
lecturers were given an entirely free hand in developing their 
themes. The result is a collection of chapters very diverse in 
character and scope and unequal in their practical value. While 
it is certainly true, as the publishers tell us, that the essays may 
serve as valuable introductions to the study of the countries with 
which they deal, it cannot be claimed that they ‘‘ show clearly 
the stage which these countries have reached in post-war recon- 
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struction.” Writing on France, Mr. George Peel, as might be 
expected, concentrates his attention on national finance and 
financial policy, of which he has little except what is favourable 
to say, though incidentally his presentation of facts and figures 
will prove to many minds the unreasonableness of the successful 
French claim for the scaling down of her war debt to this country. 
Professor Salvemini likewise takes a rosy view of Italy’s economic 
position and prospects, yet he is careful to show that his country 
was already again well on the upgrade before Mussolini’s ‘““March on 
Rome.” He attributes, to the dictatorship which followed, three 
great financial blunders—the opportunity which was offered in 
January, 1923, for the annulment of the Italian war debt to Great 
Britain, the inflation of the currency in 1925-6, and the undue 
haste shown in revaluating the lira in 1926-7; though he drily 
admits that even if the Fascist Government had not committed 
these mistakes a different Government would have been guilty 
of others. Only in Salvemini’s chapter does political feeling 
come strongly to light, though for this great allowance should be 
made. 

Writing on Czecho-Slovakia, Dr. Seton Watson devotes to 
history a large amount of space which in a work of this kind 
might, perhaps, have been given more usefully to actual problems 
of the present day. His generous admiration of the skill and 
success with which the leading statesmen of the new and larger 
Bohemia have faced their difficult tasks is altogether justifiable, 
but one regrets to read his opinion that it is “‘ essential ” that 
Czecho-Slovakia should prevent the union of Austria with Ger- 
many, supposing these two independent States find union to be 
vital to their mutual interest. If Czecho-Slovakian statesmanship 
seriously contemplates any such action, even with the help of 
France, it would seem to be deteriorating, and the outlook for 
Europe is dismal. The chapter on Germany by Dr. W. H. 
Edwards, the London correspondent of a leading Berlin journal, 
might have been extended with advantage, yet within its limits 
the survey which it contains is excellent. It gives the impression 
that Germany has long passed the sulking stage, and in spite of 
the many harsh handicaps imposed on her by the Treaty of 
Versailles, particularly the outright annexation or temporary 
alienation of so much of her territory, she is rapidly “‘ making 
good,” and that practically all sections of the population are work- 
ing to this end. On this subject Dr. Edwards writes: ‘“‘ The 
German workers and the workers’ leaders agree with the sensible 
leaders of industry, who are happily in a majority, that what is 
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to be achieved for the people is a living wage for the workers, a 
fair interest on capital, the encouragement of research, and, above 
all at the present time, the rationalisation of industry, which 
means a maximum of output of standard quality out of a minimum 
of raw material and a minimum of human labour.” ‘The short 
section on Belgium is slight and scrappy, and will add nothing to 
the knowledge of any fairly well-informed reader. One must 
conclude that M. Emile Cammaerts had either no time or no 
inclination to play up to his colleagues. The chapter on Russia, 
too, is not altogether satisfactory, and gives the impression of 
having been written too much from the outside. It is full of 
generalisations and vague speculations as to the future, but the 
writer, Mr. Michael Farbman, seems as unable as most other people 
in this country to form any definite ideas as to where the Soviet 
Union is heading for, and how soon, if at all, it will get there. 


Even if Mr. Price had not said in an introduction that his book 
is in part a reproduction of lectures given to Labour Colleges, and 
Mr. Sidney Webb had not written a “foreword ” of warm com- 
mendation, a certain “‘ tendentiousness ” of thought and style, 
at once noticeable, would have prepared the reader for economic 
discussions of a somewhat unorthodox kind. That in itself is 
no fault—far from it; but in a serious work like this one does not 
like to be continually treated to worn-out clichés of party con- 
troversy. Here we have again the old definition of interest as 
“tribute.” ‘‘ Capitalism” and “ capitalistic’? enterprise are 
butts for the usual screeds: on one page the author speaks of 
“unrestrained predatory capitalism ” and on the next of “ pre- 
datory capitalistic exploitation.” Again, it is neither good 
economics nor good history to say that ‘‘ Manchesterism ”’ fought 
a war with China to “ make her people consume opium,” that 
* Birminghamism ” fought a war with the Boers to “‘ make them 
construct railways made from the metal of the Black Country, 
to serve the mines,” and that the late war was similarly due to the 
intrigues of financial and industrial interests. No doubt finance 
has a hand, more or less, in most wars, either as a propelling or a 
restraining force, but if any war in history was the direct work of 
diplomatists and statesmen it was the war of 1914-18. 

There is, however, better than this in the book, and when 
Mr. Price gets upon the more neutral ground covered by the later 
chapters the reader will find much to inform him and to stimulate 
thought. All that he says about the attempts which are being 
made in various countries to solve the “ production crisis ”— 
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1.e. to adjust supply to a decreased or stationary demand—as by 
international combination and regulation of production, is timely. 
Again, in discussing the value of what he broadly calls “ colonial 
territories ’’ as spheres for trade and investment he is traversing 
ground as yet only partially explored. Although he may be 
thought to make rather too free and bold a use of figures, and in 
general to be too dogmatic, it is at least cheering to have his 
opinion that these markets offer such possibilities of expansion 
that they protect West European industrial countries from any 
immediate danger of catastrophic crises. Even the rivalry of the 
United States in the colonial markets does not appear to alarm 
him. An analysis of some figures quoted by him in this connection 
gives interesting results. These figures relate to British and 
American capital investments in Canada, and it will be found 
that while 46 per cent. of the American total relates to what may 
be regarded as industrial undertakings (comprising forests, paper 
and saw mills, mining, fisheries, and ‘general industries ”’), 
and only 16 per cent. to works of development (particularly rail- 
ways and land), the corresponding proportions in the case of 
British investments are 19 per cent. and 50 per cent. respec- 
tively. A clear difference of standpoint, whether conscious or 
not, appears to be shown here, the capitalists of the mother country 
spending largely for the sake of the future, the American investors 
looking more for early results, and probably, as in South America, 
financing industries in order to work them. 

In spite of all his criticism of “‘ capitalism,”’ it is satisfactory 
to have the writer’s assurance that there is “no evidence of an 
economic breakdown in the national economy of Britain,” and his 
admission that in spite of so much unemployment and short-time 
working, ‘‘the workers get roughly the same real values from 
the national income as before the war,”’ though the amount left 
over as a surplus for luxury expenditure and savings for invest- 
ment is less. He puts the fall in savings at from 16 per cent. in 
1913 to 12 per cent, in 1924, but it is notable that a larger propor- 
tion of these savings is now invested in home industry, the part 
which goes abroad being correspondingly smaller; though the 
author agrees with Mr. J. M. Keynes that the latter figure should 
be still further reduced. Summing up his conclusions, the writer 
contends that for the prosperous development of Western and 
Central Europe (Great Britain being included) it will be necessary 
to re-establish the home markets by increasing the purchasing 
power of the masses, to push the export trade by raising the 
standard of living of the Asiatic and African “coolie populations,” 
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and to accelerate the new industrial revolution now in progress 
by a judicious application of a portion of the nation’s savings 
in new schemes of internal development. He might have added 
two further important desiderata, which are (1) the increase of 
the real value of wages and salaries by bringing retail profits much 
further below the war-time level than they are at present, a 
question which the Food Council has yet to face seriously, and 
(2) the discouragement of violent economic changes at a time 
when industry is struggling desperately to get on its feet. 

W. H. Dawson 


A History of Lloyd’s. By C. Wricut and C. E. Fayue. (Mac- 


millan & Co., Ltd. Pp. 475. 25s.) 


Or all forms of business we should expect that of insurance 
by its very nature to be developed rather by corporate than 
individual enterprise. 

It is remarkable, therefore, that the important business of 
marine insurance has been in the main developed, and is still 
conducted with great efficiency and success, by individual under- 
writers each personally responsible only for the insurances covered 
by himself. The underwriters are known all over the world as 
“ Lloyd’s,” whose motto is, ‘“‘ Each for himself and not one for 
another.” The History now before us is an official record of the 
stages by which that famous Corporation has progressed from its 
origins in the latter part of the seventeenth century. Marine 
insurance had not then become a specialised business, but was 
mainly undertaken by the Merchant Adventurers themselves as 
a side-line to their ordinary trading business. Prompt and 
reliable shipping and commercial news was then—as it is now— 
an important factor in the successful conduct of marine insurance. 
In default of any organisation for the circulation of news the 
merchant underwriters had to rely on personal intercourse for 
the exchange of the latest news which arrived daily from different 
parts of the world. A common meeting-place was therefore 
needed, and this was supplied by a coffee house kept by Edward 
Lloyd. The habit of frequenting this coffee house for the exchange 
of news by persons interested in shipping and foreign trading is 
the germ out of which has grown the present Corporation of 
Lloyd’s. 

For many years Lloyd’s remained merely a convenient 
meeting-place kept by successive proprietors who catered specially 
for the shipping interests. But the incorporation in 1720 of two 
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insurance companies authorised to transact marine insurance 
naturally drew the private underwriters closer together and gave 
a more specialised character to Lloyd’s Coffee House. It was not, 
however, until 1771 that the frequenters of Lloyd’s ‘‘ converted 
themselves from a chance assembly of individuals into an organised 
society.” 

For the next hundred years Lloyd’s remained a society or club 
managed by a committee of members, until in 1871 a special 
Act of Parliament was passed converting the society into a legal 
Corporation. 

In the official History the various stages in the growth of this 
society are recorded with ability and authority by the joint 
authors—Messrs. Charles Wright and C. Ernest Fayle—who 
have, of course, had access to all available records. The authors 
rightly claim that this unique institution “is a striking example 
of evolution. . . . Like all creatures of organic growth, Lloyd’s 
at its point of highest development retains many traces of the 
conditions in which it was born.” In its almost accidental 
origin and its haphazard development it is a remarkable example 
of the mysterious workings of the English genius. There was 
no cut-and-dried constitution. Until the Act of Incorporation in 
1871 the society continued as free to alter its rules and regulations 
as any local cricket club. New practices grew up and old ones 
gradually became obsolete. The members carried on their own 
affairs and did not bother themselves about the rules of the body 
to which they belonged until some crisis arose which called for 
common action. The authors, referring to the absence of records 
of General Meetings over long periods, tell us, ‘‘ The years 1788, 
1789, 1790 and 1793 are all completely blank. It is highly 
characteristic that, at the last General Meeting in 1786, all 
business was postponed—and the next Meeting was not held 
until 1791!” 

From the outset there were two matters which obviously 
invited common action. The first was the establishment of some 
news sheet, the editors of which would collect from all available 
sources and publish from time to time the latest shipping and 
mercantile news. The second was the preparation and main- 
tenance of a register containing reliable particulars as to the 
condition and equipment of any ship whose hull or cargo might 
be offered for insurance. 

It is significant that “ Lloyd’s List,’ which provides the 
underwriters with the latest intelligence, was established, not by 
the underwriters themselves, but by an enterprising successor of 
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Edward Lloyd in the ownership of the coffee house. Correspon- 
dents were appointed at the principal ports, and a very remarkable 
arrangement was made with the Postmaster-General by which 
the Lists of arrivals, sailings, etc. were forwarded by these corre- 
spondents addressed to the Postmaster-General, with the word 
‘“‘ Lloyd’s”’ in the corner, entirely free of postage. These Lists 
were opened immediately on arrival of the mails and sent to the 
Master of the Coffee House before the ordinary delivery of the 
letters. This arrangement, made in consideration of a payment 
of £200 divided between two Post Office officials, gave Lloyd’s 
List in effect a monopoly of the shipping news. The provision 
of a register came a little later. In 1760 a society for the pro- 
duction of a Register Book of Shipping was formed by a group 
of underwriters, and this society was the direct ancestor of the 
Lloyd’s Registry of to-day. 

The importance of Lloyd’s as a national institution was very 
much enhanced by the wars of the eighteenth century.. And it 
was the long-drawn-out struggle with France, lasting almost 
continuously from 1793 to 1815, which ultimately established 
Lloyd’s in the unique position it has since maintained. When 
war breaks out the marine insurance market is faced with a new 
problem. The risk of loss by capture or destruction by enemy 
action has to be covered. The business of the underwriters is 
enormously increased, but until some experience has been gained 
they have merely to guess at the proper premiums to charge. In 
1914, thanks to the foresight of Mr. Asquith, a carefully-thought- 
out State Insurance Scheme was brought into action at the outset 
and this bore the brunt of the first shock of the war and continued 
to carry a large proportion of the war risks. During the 
Napoleonic wars the pace was slower. The underwriters had 
time to gain experience, and in spite of severe losses from time to 
time, British commerce prospered and British tonnage rose from 
1,540,000 tons in 1792 to 2,616,000 tons in 1814. These con- 
ditions provided a golden opportunity to the skilful underwriter 
with adequate resources. There were, of course, failures, but the 
authors claim with justice that “ the credit of the leading under- 
writers was never seriously shaken.”” An important by-product 
of the war was the establishment of intimate relations between 
Lloyd’s and the Admiralty. As in the late war, it was found 
necessary to create a system of convoys, in the management and 
control of which the Admiralty sought and obtained the co- 
operation of Lloyd’s. Eventually, in the words of the authors, 
** Lloyd’s seems to have been regarded by both sides as the natural 
No. 153.—voL. xxxiIx. K 
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channel of communication between the Admiralty and the 
Mercantile Marine.” 

It is in keeping with the character of Lloyd’s that even when 
it had been recognised as an essential part of the national economy 
no attempt was made to set up a formal constitution. The 
correspondence with the Admiralty continued to be signed by 
the Masters of Lloyd’s Coffee House, until in 1804 the office of 
“‘ Secretary’ was created. Early in that year the then Secretary 
of State for War—Lord Camden—had written declining “ to enter 
into epistolary intercourse with the waiters of Lloyd’s Coffee 
House ”’! 

There have been important developments in recent years, 
notably the invasion of other fields of insurance. But the great 
period of organic growth ended with the close of the Napoleonic 
war in 1815. 

The History of this society, which has succeeded in combining 
the freedom of individual enterprise with the power and authority 
of a great corporation, deserves the attention of every student of 


economic history. 
C. R. V. Courts 


History of the Royal Bank of Scotland, 1727-1927. By Nem 
Munro, LL.D. (Edinburgh: Privately printed. R. & R. 
Clark, Ltd. 1928. Pp. xviii + 417.) 


Ir appears that the centenary of the Royal Bank of Scotland 
passed without any special note, but when the bi-centenary was 
reached in 1927, the Governor and Directors determined that the 
occasion should not pass without some permanent memorial. 
They were well advised in selecting the author of John Splendid 
and Doom Castle to write the history of the Bank. The Scottish 
banking system ‘‘ has been recognised as probably the greatest 
and most original work which the genius of the Scottish people has 
produced,” and so it is fitting that its history should have been 
already described, as for instance in Kerr’s History of Scottish 
Banking and Graham’s £1 Note, but, with the exception of the 
excellent statistical and annotated volume by C. W. Boase on A 
Century of Banking in Dundee, the individual banks still require 
to find chroniclers. There is a great advantage in obtaining the 
sequence of events in the case of a particular institution, as for 
instance when Mr. Neil Munro describes carefully the causes of 
the application for each new charter of the Royal Bank, or for 
successive issues of capital, or again the reasons for various 
absorptions of other institutions. While the author admirably 
relates the history of the Bank to contemporary events, he is 
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careful to cull from a patient study of the minutes various 
happenings of domestic interest, which have a much wider appeal, 
for, collected and arranged as these are, they will be indispensable 
to the economic historian who deals with the eighteenth and 
nineteenth centuries, and the art of the skilled literary craftsman 
has woven these into an exceedingly attractive whole. 

The Royal Bank of Scotland was one of those institutions the 
capital of which was provided by the subscription of an existing 
government stock—in this case one known as ‘“‘ The Equivalent,” 
which arose out of the Act of Union. The clear statement con- 
cerning the origin, the history and the ultimate extinction of this 
stock is based on a manuscript of Mr. H. H. Pillars. The Bank, 
like its older rival the Bank of Scotland, founded in 1695, began 
business in a humble way; still there was an air of amplitude in 
its early proceedings, since the first entry is an order to pay 
Ruddiman, the historian, £5 5s. for translating the charter into 
Latin. The early accounts for stationery include “‘staadishes”’ 
(ink-stands) “‘ killavine”’ pens (lead pencils) and “‘ pownce”’ (the 
fine sand used before blotting-paper). In the first year the salary 
list for eight officials and servants amounted to £476 13s. 8d. The 
printing of bank notes was supervised by a committee of directors, 
and the obtaining of the paper from the mill where it was made was 
an occasion when “ drink money ” was voted to those charged 
with this duty. In fact in the early history of the Bank every 
occasion for modest conviviality seems to have been eagerly 
seized, and for a long period the Royal had its “‘ tavern fund,” 
which, however, did not impair “the tonic influence of high 
finance,” to which Dr. Munro attributes the longevity of the 
chief officials. 

Finance in the eighteenth century still had a strictly personal 
character, even when carried on by a Company. The early com- 
petition of the Bank of Scotland and the Royal, in the words of 
Mr. Munro, ‘‘ had much of the fierce reprisal spirit of the old clan 
feud, tactics that to-day would seem dictated as much by personal 
animosities as by the struggle for survival, craftiness that 
resorted to the most infantile expedients.” In those days the 
Bank of Scotland had the reputation of having Jacobite associa- 
tions, while those of the Royal were Whig, and it is curious that 
Drummonds (which was absorbed by the Royal in 1924) was 
certainly Jacobite. The events of 1745 showed how little, outside 
the respective partisans, the Rebellion affected the average man 
of affairs. When the Pretender occupied Edinburgh the funds 
of the Bank were sent to the Castle, which was blockaded but not 


reduced. Murray of Broughton presented a considerable quantity 
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of notes, demanding payment. He gave a pass for certain of the 
Directors to proceed to the Castle to obtain specie, which was 
delivered after dinner at a coffee house, the recipient proceeding to 
Holyrood in a sedan-chair. This was far from being the only 
occasion on which the Bank experienced excursions and alarums. 
In 1819, during the so-called Radical Rising at Glasgow, the bank 
office there was guarded by a company of sharpshooters. Again 
in 1868, riots, also in Glasgow, took place outside the bank 
premises, and as late as 1908 the Motherwell bank was raided and 
that at Ganton in 1923. 

Space forbids a mention of more than a few very interesting 
side-lights on business, social customs and points of view. It is 
explained that Highland depredations were usually confined to 
cattle, “‘ through some illogical Gaelic sense of the personality of 
money.” One likes the candour of a committee of Directors to 
whom in 1818 the existence and the nature of a mercantile bill 
were something of a mystery, when, in giving the result of their 
researches, they add: “ This dissertation may be thrown away on 
the other Directors.” The Royal was asked, in 1830, to call a 
meeting of the creditors of Sir Walter Scott in order to recognise 
his dauntless sense of honour, when tangible expression was given 
“to their very high sense of his most honourable conduct and in 
grateful acknowledgment of the unparalleled and most successful 
exertions he has made and continues to make for them.” The 
Royal, indeed, is not only a Scottish Bank, it might almost be 
said to be a Scott bank, since successive Dukes of Buccleuch 
have been either Governors or Deputy-Governors for 130 years 
out of the two centuries of its history. 

There is so much to admire and to be grateful for in Neil 
Munro’s History that it is perhaps a little ungracious to mention 
afew slips. Dr. Hugh Chamberlain was not the “ first projector ”’ 
of the Bank of England. The rival institution he promoted is 
described in Joint Stock Companies, III, pp. 204, 246-9. Though 
William Paterson’s-descendants have been something of a thorn in 
the flesh to the officials of the Royal over a mythical inheritance, 
he should not be deprived of his due. The conditions of the note 
issue of the Bank of England as recorded (p. 224) are liable to 
mislead. There seems to be some confusion about the beginning 
of the provident fund of the Royal. It is described (p. 341) as 
having been constituted in 1820, but we are told elsewhere (p. 168) 
that in 1811 a pension was granted from “ the fund for the behoof 


of decayed and superannuated officers of the Bank.” 
W. R. Scott 
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The Industrial Revolution in the Eighteenth Century : an Outline 
of the Beginnings of the Modern Factory System in England. 
By Pavt Mantovx. Revised edition. Translated by 
MargorieE Vernon. (London: Jonathan Cape. Pp. 539. 
16s.) 


Tuts is the first book to ‘appear in the ‘“‘ Bedford Series,” 
which is designed to present to English readers standard works 
in economic history written by continental scholars. The choice 
is an excellent one. A translation of La Révolution Industrielle 
has often been asked for, as it is the only comprehensive survey 
of the last forty years of the eighteenth century. For some time, 
indeed, it has been difficult to get copies of the original French 
edition, which was published so long ago as 1906. It is true that 
M. Mantoux has had a considerable influence on the last generation 
of teachers and writers of text-books. Much that he wrote has 
been incorporated in the general treatment of the Industrial 
Revolution; so much so that it is difficult to realise to-day what 
an important contribution to the subject his book was twenty 
years ago. Since then we have had studies of special aspects of 
the movement from the Hammonds, Professors Unwin, Heaton 
and Daniels, Mr. Ashton, Dr. Hamilton and others. Inspired 
by M. Mantoux, Charles Ballot set himself to collect material 
for a similar history of the beginnings of industrialism in France, 
and left at his death the researches published as L’Introduction du 
Machinisme dans L’Industrie Frangaise (1923). So much has 
been done since 1906 that M. Mantoux had to undertake a revision 
of his book before it could be issued in an English form. He has 
preserved the main structure of the work, making here and there 
corrections and additions called for in view of recent research. 
As a provisional synthesis, he tells us, he has allowed it to stand. 
In this he was well advised. The critical examination of the 
organisation of industry on the eve of the Industrial Revolution, 
the account of the expansion of foreign trade, the analysis of what 
is implied by “ factory” and “‘ machine,” the contrast between 
the development of the textile and metal industries—all these are 
of permanent value as contributions to method. 

The English version is on the whole a competent piece of work. 
It may seem ungrateful to point out that the translator nods now 
and then. The just balance of the English sentence is not always 
achieved and sometimes the meaning remains a little obscure. 
There are curious slips. In referring to the original capital of 
the Bank of England (p. 98), “‘ douze cent mille livres” is twice 
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rendered as “ fifteen hundred thousand pounds.” On the follow- 
ing page there is a serious blunder. By taking the pronoun 
* elle’’ to refer to the Bank of England, instead of, as it does, to 
the East India Company, Sir Josiah Child is made Governor of 
the Bank which is attacked on account of his Tory politics! Such 
slips point to a certain unfamiliarity with the subject-matter. 
Other examples may be given. ‘“‘ The carriage invented by Henry 
Maudsley ” (p. 305) is not an adequate translation of ‘‘ le support 
@ chariot,”’ i.e. the slide-rest. ‘“‘ La Compagnie Baltique’’ (p. 95) 
should be rendered “‘ the Eastland Company,” and not literally. 
David Mushet is consistently called D. Musket. These are smal] 
points, some of which a more careful reading of the final proofs 
would have corrected, but there is one extraordinary medley of 
inaccuracy and inconsistency to which special attention ought 
perhaps to be drawn. In the acknowledgments (p. 44) M. 
Mantoux is made to express his indebtedness to ‘‘ Professor 
Foxwell, of the University of Cambridge, who threw open to us 
its (sic) library, rich in economic literature.” “... sa riche 
bibliothéque de littérature économique’ means, of course, Professor 
Foxwell’s own library, not that of his University. The translator 
actually appends a footnote to say the books are now in the Central 
Library of the University of London. But this again is con- 
tradicted (p. 500), where, in place of the statement of the original 
French edition, that the Foxwell Collection had been acquired by 
the Goldsmiths Company and deposited in the London University 
buildings at South Kensington, it is asserted that the books are 
now at the London School of Economics. Many students would 
be glad if such a transfer could be effected. But it has not been 
made. It is difficult to understand how it came about that a 
statement of fact was omitted in favour of an inaccurate piece 
of information. 
J. F. Regs 
University of Birmingham. 


Matérialisme Historique et Interprétation Economique de l Histoire. 
Par Henri Séz. (Paris: Marcel Giard. 1927. Pp. 136. 
10 fr.) 

Proressor Séz has written an interesting essay on the origins 
of the materialist conception of history and its value as e canon 
of interpretation. There is no particular novelty in his treatment 
of the subject. He ascribes to Marx, in collaboration with 
Engels, full credit for the enunciation of the theory, and he 
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approaches it without any presumption in favour of or against 
its validity. The footnotes and bibliography at the end provide 
an excellent guide to the general literature of the question. 
M. Sée is perhaps too much inclined to stress the argument that 
Marx put forward the theory before he had made a compre- 
hensive study of history. This procedure he frequently describes 
as “‘unscientific.” prenait pour loi ce quin’est qu’une théorie,” 
writes M. Sée (p. 125), in attempting to rebut Engel’s claim that 
Marx made a discovery comparable with that of Newton. But 
surely it is comparable in the sense that both Newton and Marx 
advanced hypotheses as an explanation of phenomena. The 
difference is that uniformity in the physical world can be much 
more accurately observed than in the world of social relations. 
The theory is admitted to be “une part notable de vérité” 
(p. 129), and consequently the fact that it was formulated before 
it was fully tested is of little significance. Nor indeed does the 
method differ from that followed by scientists. The real problem 
is to determine how far the generalisation covers the facts. On 
this the author has some acute things to say both with regard to 
the facts of history and the forecasts made by Marx. It is 
impossible to prove that all social disturbances in the past have 
been caused by purely economic factors. Political and religious 
differences have led to war in circumstances in which it would be 
difficult to contend that they were motives masking fundamental 
economic antagonisms. As to Marx’s views on the concentration 
of capital in the hands of the few and the increasing intensity of 
economic crises, they do not seem to be confirmed by modern 
tendencies. The very fact that Marx promoted active propa- 
ganda goes to show that he was not content to allow forces to 
achieve the inevitable communism which he postulated. But 
this paradox, of which M. Sée makes much play, can be paralleled 
from the lives of Calvinists such as Cromwell and fatalists such as 
Napoleon, who certainly did not stand by and ailow predestination 
or fate to work out their own ends. There is no doubt that Marx 
stated his theory in a too dogmatic form. The remarkable fact 
is that those who are unwilling to accept it do not see that the 
economic interpretation of history is in a sense unavoidable. 
The term “ economic” is merely a convenient label which is 
applied to certain aspects of man’s activities. If these activities 
can be isolated for purposes of discussion, and they are in them- 
selves important, the attempt to discover their significance in 
history is a legitimate inquiry. Marx found them fundamental— 
an excellent provisional hypothesis. He saw them expressed 
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throughout history in class struggles. These may or may not be 
‘identified with the actual revolts and wars which have occurred 
in history. M. Sée is inclined to make the identification. While 
it must be true, on the Marxian hypothesis, that there are 
economic motives behind every violent outbreak, it does not 
follow that class struggle is not present, or even acute, when there 


is no outbreak at all. 
J. F. Rees 


University of Birmingham. 


Die Wirtschaftstheorie der Gegenwart. Edited by Prorrssor 
H. Mayer, Vienna. A memorial to Friedrich Wieser. 
4 vols. (Vienna: Julius Sprengei. Pp. 1300.) 


THESE volumes were to have been presented to Wieser on his 
eightieth birthday, and are now issued in honour of his services to 
economic science. The first volume contains a general view of the 
position of research in industrial countries; the second deals with 
value, prices, production, money and credit; the third with 
income and distribution; and the fourth with the theory of 
conjuncture and crises, foreign trade, finance, and socialism. The 
list of writers is distinguished and representative, and their 


tribute to Wieser is worthy of him. 
D. H. Macerecor 


NOTES AND MEMORANDA 


Notes From HOLLAND 
(By our Dutch Correspondent) 


A.LMostT simultaneously with the promulgation of the New 
Companies Act in England, legislation on limited liability com- 
panies in Holland was completely revised. A comparison of 
both new systems, attractive though it would be, would take too 
much space; we confine ourselves accordingly to stating the 
principal changes in the Dutch law. The original regulations, 
dating from 1838, gave general principles which were elaborated 
in certain cases only. The new law is more in accordance with 
modern legislation in other countries and gives detailed rulings : 

1. Formation of limited liability companies.—Before starting 
business the company has to publish in the Staatscourant (the 
official newspaper) its deed of formation as well as a declaration 
of the Minister of Justice agreeing to the formation, and further 
to register in the books of the Chamber of Commerce of its 
district. 

2. Capital—tIn order to prevent watering of capital, it is 
prescribed that the following agreements have to be published in 
the deed of formation and afterwards in the explanatory state- 
ment of the balance-sheet: (a) agreements relative to the sale 
of shares charging the company with special obligations, (b) agree- 
ments relating to the sale of shares other than by public sub- 
scription, (c) agreements giving advantages to the promoters, 
(d) agreements relative to payments for shares other than in 
money (legal tender). 

3. Management.—Every manager is bound to a proper dis- 
charge of his duties. It is permissible to prescribe in the deed 
of formation that new managers are to be chosen from a list 
made up by the management (so-called oligarchic clause). This 
rule is, however, revocable, if two-thirds of the votes representing 
one-half of the issued capital wish to make a change. 

4. Right of the shareholders to investigate—If shareholders 
representing at least one-fifth of the issued capital express their 
desire for an investigation into the management’s conduct of 
affairs, the court can order such an investigation. 
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5. Voting rights.—Instead of the existing rule that no share- 
holder can have more than six votes, the new law gives in principle 
one vote to each share. The statutes of the company are allowed 
to make exceptions, but in that case the rule of a maximum of 
six votes per shareholder is applicable. 

6. Publication of balance-sheets——Within eight months after 
the close of the financial year a balance-sheet and a profit and 
loss account have to be drawn up and submitted for the approval 
of the general meeting of shareholders. They have to be accom- 
panied by an explanatory statement giving the method of evaluat- 
ing the assets of the company. Within eight days after approval 
copies of balance-sheet, profit and loss account, and explanatory 
statement are to be deposited in the office of the Chamber of 
Commerce for public inspection. The managers are responsible 
for damages arising from fallacious statements of the company’s 
situation in said documents. The directors, charged with super- 
vision of their preparation, share this responsibility. 

The provision regarding the publication of balance-sheets has 
given rise to numerous protests; a new Bill proposes to restrict 
publication to companies which have a capital of more than 
50,000 guilders, have issued bonds, have shares or bonds quoted 
on the Bourse, or are doing banking of insurance business. The 
Bill also proposes to enumerate the items which the balance-sheets 
have to include. 

The responsibility for the statements in the prospectus is 
embodied in the Civil and Criminal Codes. 

The new law comes into force on April 1, 1929. 


In September 1928 a Bill was presented to revise the financial 
relations between the State and the communes. The principal 
provisions are the creation of a fund to be fed from the revenue 
of a new tax which is to replace the communal income tax. 
Payments to the communes out of this fund are to correspond 
with the capacity to pay of the inhabitants and the obligatory 
expenditure of the communes. The revenue of the real estate 
duty is to be transferred to the communes, which are free to tax 
consumption and to raise a surtax on the new tax. The State 
personal tax is to be abolished. 


On January 4, 1929, the proportion of the total of bank-notes, 
deposits and other liabilities at call of the Netherlands Bank to 
be covered by coins and bullion, which according to the Bank 
law must be fixed by Royal Decree, was raised to 40 per cent. 
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Thus the proportion ruling before the war, after having stood at 
20 per cent. from July 31, 1914, onwards, was restored. In 
practice during the period when the legal minimum was 20 per 
cent., the cover was never lower than 40 per cent., except for a 
few weeks at the beginning of the war. The President of the 
Netherlands Bank, Dr. Vissering, has declared that the restora- 
tion of the pre-war proportion has only formal significance, and 
that the gold policy of the Bank will not be influenced by it. 


The Bill concerning the introduction of an import duty on 
wooden shoes has been accepted by the First Chamber. Although 
according to the original plan a temporary duty of 12 per cent. 
was to be introduced, the Tariff Act of 1924 has now been changed 
in such a way that the exemption for clogs, which had existed 
up till now, is cancelled and they will in future be subject to a 
duty of 8 per cent. 


The Bill for the imposition of succession duties on the inherit- 
ances of Dutch nationals not residing in Holland, which was 
mentioned in the Economic Journat for June 1928, has been 
rejected by the First Chamber. 

G. W. J. B. 


CURRENT ToPics 


Tue following have been admitted to membership of the Royal 
Economic Society :— 


Arnot, L. Crowe, P. A. Holtrop, Dr. M. W. 
Arora, Prof. H. 8. Desai, Y. T. Hopkins, A. K. 
Auley, A. M. Dobbs, S. P. Houslop, L. W. G. 
Ayyar, V.G. R. Edwards, H. E. Hunt, Prof. B. C. 
Bainbridge, J. H. Edwards, K. H. Jordan, W. M. 
Barr, W. A. Estey, Prof. J. A. Kabali, P. M. 
Bedeir, A. B. Fleming, J. S. B. Kerry, A.S., Jnr. 
Bennett, Prof. O. Ghosh, D. Khosla, A. R. 
Bhai, H. 8S. Goodwin, F. C. Kilby, W. B. 
Brayley, Rev. Gupta, D. N. Das King, J. H. 

L. O. W. Gutmann, T. E. Knight-Rawlings, 
Bretherton, R. F. Hammond, W. F. A. E. 
Brown, N. M. Hardwick, H. B. L’Ecuyer, H. Z. K. 
Callaghan, C. Heller, S. Leese, Prof. C. 


Charlton, W. D. Hindmarsh, Miss N. Leland, S. E. 
Cramp, C. C. Hoggins, R. V. McDonald, Prof. J. L. 
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Macfie, A. L. Pearson, G. E. Thomas, B. 

Mann, C. V. Peddie, J. M. Tinnock, W. A. 
Matthews, W. H. Perkins, L. C. Waldie, J. 

May, Prof. G. Purschel, V. Wang, Dr. S. S. C. 
Menocal, J. M. Roberts, W. Ward-Pearson, Miss. 
Mukherjee, Dr. H. N. Sansom, G. B., Warran, L. T. 
Newell, W. J. C.M.G. Waugh, F. 

Nicoll, L. C. Sayer, E. S. Wild, J. 

Parish, L. Sood, P. 8. Wilks, N. A. 
Parsons, G. S. Subramaniam, K. N. Young, A. 


The following have compounded for life membership of the 
Society :— 


Arora, Prof. H. S. Kilby, W. B. 
Barr, W. A. Park, J. W. 
Bhai, H. S. Poulton, C. R. 
Butler, A. B. Shorrock, P. 
Chandekar, S. P. Sood, P. S. 
Desai, Y. T. Steel, J. 
Kabali, P. M. 


The following have been admitted to library membership :— 


Bibliothek des Preussischen Statistichen Landesamts, 
Berlin. 

Cape Parliament Library. 

Comitato Regionale per la Lombardia della Confederazione 
dell’ Industrie, Milan. 

Connecticut College Library. 

Federal Reserve Bank of New York. 

City of Los Angeles Public Library. 

Sveriges Industriforbund, Stockholm. 

University Library, Amsterdam. 

R. Istituto Superiore, Rome. 

Cassa Nazionale per le Assicurazioni Sociali, Rome. 


THE Empire Marketing Board has made a grant to the 
London School of Economics for the establishment of a Chair 
of Imperial Economic Relations. The new Chair is to provide 
an authoritative centre for the scientific study of the many 
economic problems which confront those engaged in the active 
development of Empire trade. It is also hoped to increase the 
supply of trained economists qualified to undertake practical 
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economic research along lines calculated to be of direct benefit 
to the marketing of Empire products in the United Kingdom. 


In connection with Sir Robert Kindersley’s Study of British 
Foreign Investments, printed above, it is interesting to see the 
Board of Trade’s latest estimate of the various items of the 
British trade balance for the last two years. The preliminary 
statement, just published, is as follows : 


1928. 1927. 

Invisible Exports :— 

Excess Government receipts from overseas. £13,000,000 _ 

Net national shipping income . 130,000,000 | £140,000,000 

Net income from oversea investments 285,000,000 270,000,000 

Net receipts, short interest and commissions 65,000,000 63,000,000 

Other net miscellaneous receipts 15,000,000 15,000,000 
oe invisible exports £508,000,000 | £488,000,000 

uct 
Excess imports of merchandise and bullion 359,000,000_ 392,000,000 
Net total credit balance . ° ° £149,000,000 £96,000,000 


It is understood that use has been made of Sir Robert Kin- 
dersley’s figures in estimating the net income from overseas 
investments. 


Tue following special Memoranda, prepared by the London 
and Cambridge Economic Service, have been recently issued to 
all members of the Royal Economic Society : 

No. 11. The Railway Industry of Great Britain, 1927. By 
W. V. Wood and C. E. R. Sherrington. 

No. 12. A New Index-Number of Wages. By A. L. Bowley. 

No. 13. Report on Current Economic Conditions. January, 
1929. 


RECENT PERIODICALS AND NEW BOOKS 


Economica. 


DrEcEMBER, 1928. Some Tests of the Trustworthiness of Public Statistics. 


A. L. Bowtry. A review of select cases from most of the principal 
spheres of national statistics “‘ by consideration of measurements 
which could be approached by two independent methods, or which 
ought to show certain internal relationships.” Expenses of Pro- 
duction in Great Britain. F. Brown. The calculation of Census 
results, so as to show the effect of percentage changes in certain 
expenses (wages, materials and fuel) on prices, on certain assump- 
tions. The Law of Combination in Scotland. J. L. GRay. 


The Economic Record (Melbourne). 


NovemBER, 1928. The Problem of Australian Coal. F. R. E. Mavt- 


pon. The Australian and American Labour Movements. C. 
Goopricu. Australian Loan Expenditure. L. Raws. Industrial 
Arbitration in New Zealand. W. H. Cocker. Railway Main- 
tenance Expenditure in Australia. T. Hytren. The Application 
of Economic Research to the Agricultural Industries. A. E. V. 
Ricwarpson. A Brief Review of Rural Credit-facilities in New 
Zealand. T. D. Hatt. The Income Method of estimating the 
National Income. J. A. Atrp. The Commonwealth Conciliation 
and Arbitration Act, 1928. G. ANDERSON. 


The Sociological Review. 


JANUARY, 1929. Rural and Urban Thought: a Contribution to the 


Theory of Progress and Decay. P. GeppES and V. BRANFORD. 
Commercial Functions of the Nuclei of the English Conurbations. 
R. E. Dickinson. A contribution to “ regional ” economics, with 
reference to the functions of the modern large city. 


Indian Journal of Economics. 


OctoBER, 1928. The Report of the Royal Commission on Agriculture 


in India is reviewed by A. C. Sen Gupta and B. G. Boatnacar. 
The Indian Tinplate Industry : a Study in Comparative Advantages. 
H. L. Dey. The Amalgamation of Note Issues. G. F. SHIRRaS. 


Quarterly Journal of Economics. 


NoveEMBER, 1928. The Sherman Act: its Design and Effect. M. W. 


Wartsins. Argues that the interpretation of the Sherman Act 
has been “liberalised,” so as to give ‘“‘a better balanced adjust- 
ment among the divergent interests ” roducers, consumers and 
wage-earners. The Provision for Aviad Credit in the United 
States. A.G.Buiacx. A study of the Federal Farm Loan system ; 
concludes that short and intermediate credit are not so adequate 
as long-term credit. Water, and the Course of Empire in North 
Africa. M. M. Knicut. The Currency Settlement in England. 
A. PLUMMER. 
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American Economic Review. 


DECEMBER, 1928. Explanation of the Business Cycle. J. E. SHAFER. 
Holds that the explanation is to be found in the operation of 
credit. Rational Economics. H.Scuuttz. A review of the work 
of Pietri-Tonelli in reference to Pareto. Playing-card Currency of 
French Canada. H. Heaton. An interesting contribution to 
research in the history of manufactured currency. Observations 
on Custom in Price Phenomena. J. H. SHerman. A critical 
examination of the rdle of custom in retail prices, based on the 
figures of E. D. Jones. Wages and the Collective Wage Bargain. 
S. 8S. Garrett. Controverts the view that collective bargaining 
can raise the wage level, except by inflicting such losses on the 
community that the final share of labour will more than offset its 
initial nominal gain. Government Control of Foreign Investments. 
G. W. Epwarps. 

Review of Economic Statistics (Harvard). 

NoveEMBER, 1928. Income Data from Farm Business Surveys. J. D. 
Buack. Stalistical Background of the Crisis Period, 1837-42. 
A. H. Cotz. The Production of Electricity as an Index of the 
Physical Volume of Business. W. M. Persons and A. M. 
Mattuews. Revision of the Index of General Business Conditions. 
W. L. Crum. A change is noted, in order to correct for recent 
speculative activity. Review of the Third Quarter of the Year, 1928. 


Political Science Quarterly. 

DEcEMBER, 1928. Reflections on Farm Relief. R. G. Tuawety. A 
discussion of the question of limitation of supplies of certain farm 
products as a remedy for agricultural depression; with special 
reference to the McNary—Haugen Bill. An article of importance 
in the question of “‘ controls ” of produce, and also in the whole 
problem of the conditions of farming. 


Journal of Political Economy. 


OcToBER, 1928. The Population Problem since the World War. A. B. 
Wo re. A review of recent literature, and an initial study of the 
question of land and other resources. Rate of Increase of Monetary 
Gold Stock. L.D.Epre. Refers to the recent increase of the gold 
stocks of the U.S.A. Socialistic Theories of Imperialism. B. J. 
Hovpsr. Canada and Hydro-electric Power. J. S. PRENTICE. 
Effect of the 80 per cent. Credit Clause. C. P. Wurtz. On a 
change in the federal estate land tax in relation to inheritance. 

DECEMBER, 1928. ‘“‘ Capitalism” in Recent German Literature. T. 
Parsons. The Population Problem since the World War. A. B. 
WotFe. Influence of Dumping on Monopoly Price. T. O. 
YnremMa. An important analysis of the problem of domestic price 
when dumping is practised, in relation to the conclusions of Viner. 
Industrial Disputes in the Glass Bottle Industry. C.R. DAUGHERTY. 
Organised Labour and the Trust. L. W. Cooper. 


Journal of Economic and Business History. 


Vol. I. No. 1. American Treasure and Andalusian Prices, 1503-1660. 
E. J. Hamitton. Early English Banking Schemes. R. D. 
Ricwarps. Thomas Hancock, Colonial Merchant. E. EDELMAN. 
Recent Work on the Economic History of Ancient Rome. T. FRANK. 
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Historical and Theoretical Issues in the Problem of Modern Capital- 
ism. F.H. Kyicut. Astudy of Sombart and his critics, Weber, 
Tawney, Brentano, Sée. 

This is the first issue of this Journal, which is published for the graduate 
school of business administration at Harvard, under the editorship 
of E. F. Gay and N. 8. B. Gras. 


World Trade. 


January, 1929. This is the first issue of a Quarterly Review of the 
International Chamber of Commerce, to be published in three 
languages. It includes articles on—The Most-favoured-nation 
Clause, Clean Bills of Lading, International Industrial Statistics, 
Double Taxation, The International Silk Federation, and the 
problem of Uniform Nomenclature in Customs and Railway 
Tariffs. A large amount of information is supplied on the results 
of the work of various Committees of the Chamber. 


Wheat Studies of the Food Research Institute (Stanford, California). 


NoveEMBER, 1928. Forecasting Wheat Yields from the Weather. 

DrEcEMBER, 1928. The World Wheat Situation, 1927-28. World 
acreage set a new record. Yield per acre, though not extra- 
ordinarily high, was above the post-war average. After May 1 
good new-crop prospects, coupled with the weight of visible 
supplies, caused a spectacular price decline. 

JANUARY, 1929. Survey of the Wheat Situation, August to November, 
1928. This is a year of wheat surplus, roughly analogous to 1923-24. 
From a record acreage, high average yields were obtained. The 
world crop ex-Russia is about 3,750 million bushels, exceeding the 
best previous crops of 1915, 1923 and 1927. Low and comparatively 
stable prices, heavy international trade and exceptionally large 
stocks have characterised the situation in recent months. - 


Revue d’Economie Politique. 

SEPTEMBER-OCTOBER, 1928. La réforme monétaire francaise. (Anon.) 
La monnaie dirigée. M. Anstavx. An examination of the 
formula of Mr. Keynes, and of the working of the Federal Reserve 
System. Les problémes de la Stabilisation dans les bilans. P. 
Bayart. La circulation de métaux et de monnaie au Pérow pendant 
la XVI¢ siécle. A. E.Sayvous. La Banque de Gréce et la stabilisa- 
tion de la drachme. KE. J. TsoUDEROs. 


Journal des Economistes. 


NovEMBER, 1928. La loi des assurances sociales, et ses diverses réper- 
cussions. R. Hupert. La Canada économique. R. J. PIERRE. 
Les cours des valeurs des chemins de fer en 1927. G. pz Novvion. 
Les travaux des Chambres de Commerce frangais. X. La ligue de 
libre-échange. B.L.L.E. 

DECEMBER, 1928. La tension monétaire et le danger d’une crise aux 
Ftats-Unis. B.Movurre. La fraude fiscale et ses formes actuelles. 
C. Roster. La Lettonie économique. G. DE KOWNACKI. 

JANUARY, 1929. La population du globe et des principaux pays. R. J. 
PrerRRE. Comptes courants, comptes des dépéts. P. CAUBOUE. 
— study of banking practice and definition, with statistical 
reference. 
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Revue de VInstitut de Sociologie. 


JULY-SEPTEMBER, 1928. La sociologie, ses méthodes, et ses lois. E. 
RieNanD. La systéme monétaire anglais. B. L. CHLEPNER. 
Reviews the period 1844-1914. 


Giornale degli Economist. 

NovEMBER, 1928. Finanza” di Antonio de Vitide Marco. Pror. 
CaBIATI writes a review article on the recently published treatise 
on Public Finance by Prof. de Viti. The book is described in 
terms of high commendation as a work of the front rank. JI 
commercio estero italiano nel 1861-1870. EpicaRMo CoRBINO. 

DECEMBER, 1928. La diminuzione della mortalita e la selezione det 
rischti assicurativi. MarcELLo Botprint. La _  congiuntura 
economica degli ultimi anni in Russia. JENNY GRIZIOTTI KRETSCH- 
MANN. Some of the inherent difficulties in the Russian economic 
system are well set out. The internal purchasing power of the 
rouble is not more than 50 per cent. of its artificially stabilised gold 
value, a fact which hinders the export of goods and the import of 
capital. The State monopoly of foreign trade, together with all 
kinds of restrictions imposed for political reasons, render to a 
large extent nugatory the policy of granting concessions to foreign 
companies. The concentration of the limited capital resources of 
the country on the heavy industries and on grandiose schemes of 
electrification and transportation has the effect, for the time being, 
of checking the growth of the lighter industries and thus lessening 
the supplies of manufactured goods for consumption. Inflation 
combined with State-regulated prices leads to an intense “‘ hunger 
for goods,” which industry cannot satisfy. The peasant restricts 
his cultivation to avoid taxes and because he cannot get an equi- 
valent in commodities for the produce he has to sell, despite the 
preference given to the country districts in the distribution of 
manufactures. Above all, the policy of persecuting the “‘ kulak ” 
(defined as anyone owning more than one head of live-stock or 
showing any signs of affluence) is stifling enterprise in the villages 
and preventing the reconstitution of the herds of cattle and sheep. 
This in turn reacts upon industrial development, which is held up 
for lack of essential raw materials, such as leather and wool. The 
decrease in the export surplus of wheat involves the shipment of 
gold to finance imports, to the further detriment of the currency 
system. The townspeople, also, go short of food, and relations 
between them and the peasants are unsatisfactory. ‘The 
problem of attaining economic equilibrium lies in the possibility of 
restoring equilibrium between the purchasing power of the popu- 
lation and the supply of commodities, and on this in turn depends 
the political vole of the U.S.S.R. in the immediate future.” 


La Riforma Sociale. 


SEPTEMBER-OcTOBER, 1928. 1 coefficiente psicologico dell’ economia 
politica. Pror. Roprerto MicHELts makes some _ interesting 
observations on the influence of psychological factors upon the 
economic activities of mankind. Risparmio e assicurazioni sulla 
vita. A. GeissER. Per una maggiore chiarezza nei documenti 
finanziari. Ernesto Rosst. Dei concetti di liberismo economico e 
di borghesia e sulle origini materialistiche della guerra. LUIGI 
No. 153.—voL. XXxIx. L 
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Ernavpr. A critical appreciation of some recent contributions 
by Benedetto Croce to the historical development and significance 
of certain economic ideas. 

NovEMBER-DECEMBER, 1928. In memoria di Giuseppe Prato. C. 
Suprno, A. G. I cicli economici. ATTILIO 
Gartno-Cantna. A brief survey of the tenets of a number of the 
chief writers on the causation of trade cycles. Le assicurazioni 
collettive di legge e le compagnie private. Donato Bacat. 

Annali di Economia (Milan). 

OcToBER, 1928. Sulla costruzione di barometri economici in Italia. 
Riccarpo Bacut. Italy is less suited than most other European 
countries for the construction of economic barometers. This is 
partly due to the lack of reliable statistical information in regard to 
many important economic phenomena, and partly to the fact that 
both secular and accidental forces seem to influence the course of 
economic change to a specially high degree. The device of extra- 
polation, which is used elsewhere for showing the cyclical trend, 
after elimination of secular and seasonal chances, would be less 
applicable to Italian economic conditions. It would, however, be 
of great value to obtain individual indices for the study of par- 
ticular aspects of business movements. Prof. Bachi classifies 
under six heads the kinds of indices which might be constructed. 
Le tariffe per la vendita dell’ energia elettrica. Pror. TaJANI gives 
a number of formule and diagrams relating to the prices to be 
charged for electrical power under varying conditions, which 
throw light on the problem of discriminating monopoly prices. 
Saggio di teoria economica del credito e della banca. GIUSEPPE 
Zuccoui. The substance of a course of lectures on banking theory 
and practice delivered at the University of Bocconi by the writer, 
who is a practical banker. La pesca in Italia. Oswa.po Crocca. 
A lengthy article containing much statistical material dealing with 
the Italian fishing industry. 

Scientia. 

SEPTEMBER, 1928. Tendenze monopolistiche nell’ economia contem- 
poranea. PRor. GRAZIANI, reviewing a number of the memoranda 
prepared for the World Economic Conference, notes the growing 
tendency towards monopolistic restrictions in both external and 
internal trade. No startling results are to be e ted from the 
resolutions of the Conference, but “ it is the spirit of this movement, 
which tends to promote a wider liberty, a greater possibility of 
exchange, and an increase in the intensity of international relations, 
that merits attention and approval.” 

Jahrbiicher fiir Nationalékonomie und Statistik. 

OctoBER, 1928. Der Zusammenbruch der Grenznutzentheorie. Dr. O. 
ConRaD argues the collapse of the marginal utility theory, which 
Schumpeter is said to admit is fictitious. But Spann’s reactionary 
theory fails because of faulty differentiation between value and 
price. Cassel’s theory, although not flawless, can nevertheless be 
preferred to either of these. Die Entwicklung des internationalen 
Geld- und Kapitalmarktes und der Markte einzelner Linder wihrend 
des I. Halbjahrs 1928. Zur Frage der ungelernten Jugendlichen. 
W. Fetp. Japan und seine Hisenbahnen. WERNEKKE. Das 
Problem der Reichsgenossenschaftsstatistik. T. ASSHEUER. 


[| 
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NovEeMBER, 1928. Die Grenznutzenlehre und die Werttheorie Othmar 
Spanns. Dr. WYER discusses Spann’s attempt to dispose of the 
marginal utility theory. In this the detailed references to 
Gossen’s law are examined and found to be more accurate than 
Spann assumes. Spann also errs in respect of the distinction 
between primary value and deduced secondary value, and also 
between objective and subjective value. Die Grenzung der Geld- 
schépfung. W. NMeistbegiinstigung. Possz. Zur 
Binnenschiffahrt der Nachkriegszeit. R. Hennic. Léhne und 
Arbeitszeit 1m europdischen Kohlenbergbau. H. Die 
britische Kommunalverwaltung und die geplante Reform der Kom- 
munalfinanzen. F. Heyer. This is a descriptive discussion of 
the Government’s derating proposals. Their main effects will 
be to add to the State’s burden, and to produce excessive centralisa- 
tion. On the whole, however, the scheme is soundly conceived. 
Wahlbeteiligung und Stimmabgabe der Frauen. H. ZURKUHLEN. 


Archiv fiir Sozialwissenschaft und Sozialpolitik. 

OcToBER, 1928. Deutschlands internationaler Handel und das Repara- 
tionsproblem. Pror. Taussie writes an excellent article analysing 
the effects of reparations on foreign trading With particular 
reference to the effects on the price level. Suggestions for policy 
are inherent in the analysis. Die Quasirente in Marshalls Lehr- 
gebéude. Dr. REDVERS OPIE gives a critical appraisal of Marshall’s 
handling of this doctrine, of which the gist is that Marshall did not 
adequately work out its connection with kindred concepts. Ueber 
Biirokratie und Parteimaschine in den Vereinigten Staaten. C. 
Lirxens. Oppenheimer’s Theorie der “‘ Reinen und Politischen 
Oekonomie.”” PRror. AMONN examines Oppenheimer’s theory of 
monopoly and distribution. He arraigns it as almost entirely 
defective. Wirtschaftstheorie im Dienste der Wirtschaftspolitik. R. 
Strict. Béhm-Bawerk und Marx. O. ENGLANDER. 


Schmollers Jahrbuch. 


OcToBER, 1928. Professor Cassels Nationalokonomisches System. This 
is a reprint of an article by Pror. K. WickseLt which first 
appeared in Economisk Tidskrift for 1919. It consists of a 
detailed examination of Cassel’s doctrines, most of which are 
rejected. In particular the price theory is superfluous. Cassel’s 
attacks on Bohm-Bawerk, Menger and Jevons are unjustified. 
The best work is that dealing with conjunctures. Zur Frage einer 
Gestaltenkunde (Morphologie) der Wirtschaft. H. Wacunrtur. 
Uber die Ausgangspunkte der Volkswirtschaftspolitik. T. SURANYI- 
Uncer. Die ékonomische Grundlage der panamerikanischen Idee. 
J. JEFFEN. F. Oppenheimer und die Theorie des Ertrages. Dr. 
WEDDIGEN writes a detailed criticism of Oppenheimer’s theory of 
returns and attempts to reconcile it with his own ideas. Nuere 
Lehrbiicher des Genossenschaftswesens. W. BuEUGELS. Nueres 
verwaltungsrechtliches Schrifttum. O. BAHMANN. 


Archiv fiir Sozialwissenschaft und Sozialpolitik. 
DECEMBER, 1928. Die Fragestellung nach der Wirklichkeit im histori- 


schen Materialismus. P. Eppstern. Der Bundschuh. Eine 
L2 
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Studie zur Vorgeschichte des deutschen Bauernkrieges. W. 
Anpreas. Die Wirtschaft als Kreislauf. W. Leontierr. Das 

- Abriistrungsproblem in der sozialistischen Arbeiter-Internationale. 
J. Devtscu. 


Zeitschrift fiir die gesamte Staatswissenschaft. 


85 Band, 3 Heft. Vilfredo Pareto. O.WrINBERGER. Unternehmertum 
und unternehmergeschichte. N.S. B. Gras. 

86 Band, 1 Heft. Adam Miiller. J. Baxrer. A memoir in view of 
the centenary of Miiller’s death. Soziologische und geschichtliche 
Staatsauffassung. O. Hintze. An historical critique of the 
Sociology of F. Oppenheimer. Zur Ausbildungsfrage der héheren 
Verwaltungsbeamten. W. NorpvENn. Gegenwartsprobleme der 
Finanzwissenschaft. E.H. Voceu. On sociological terminology. 
Neue deutsche Konjunkturliteratur. R. Stucken. On Mises, 
Wagemann, and the views of the Verein fiir Sozialpolitik. 
Wahrungsreform in Indien. L. StepHincer. On Leroi’s La 
politique monétaire anglaise dans I’ Inde. 


Weltwirtschaftliches Archiv. 


JANUARY, 1929. Aussichten des Kapitalismus. C. Eckert. Die 
Stabilisierung der Kaufkraft des Dollars. A. Maur. Zollpolitik 
und Produktionsmittelversorgung. G. Mackrenrotu. Die Siid- 
wanderung der amerikanischen Baumwollindustrie. A. PREDGOHL. 
Der Ausgleichsgedanke als Organisations-prinzip des Tauschver- 
kehrs. KR. LizrMann. Zur Methode einer internationalen Getreide- 
vorratstatistik. U. Ricct. 


Vierteljahrshefte zur Konjunkturforschung. 


Sonderheft 11. Die Saisonschwankungen der wichtigsten wirtschafts- 
vorgange in Deutschland seit 1924. O. DonNER. 

2 Jahrgang. LErgdnzungsheft 4. Die Konjunkturforschung im Bericht 
des britischen Enquete- Ausschusses. 


De Economist. 


OcToBER, 1928. Js de wet der verminderende meeropbrengsten een 
grondslag voor de volkshuishouding? R. VAN GENECHTEN. An 
inaugural lecture containing a detailed analysis of the history and 
of the validity of the Law of Diminishing Returns. In con- 
sidering in what sense it is universally true, the writer criticises as 
a “play of words” Clark’s attempt to relate it to the Law of 
Diminishing Utility under a general “‘ law of economic variations.” 
In the case of Turgot, who first ennuciated the law, his natural 
expectation of proportionate returns was connected with his 

hysiocratic views. The rudimentary explanation of Diminishing 
turns given by the Physiocrats was that there was a definite 
quantity of fertility in the soil which could be brought to activity. 
In West, Ricardo and Malthus the law is regarded as due to a 
diminished yield to labour and capital. There is a corresponding 
divergence of view as to the effect of improvements, Turgot holding 
that the law was valid irrespective of improvements, the classical 
school believing that improvements counteracted the law. The 
effects of the agricultural discoveries of Liebig are traced; he 
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effected a reconciliation of the standpoint of Ricardo and Turgot 
as to the manner in which land and labour co-operate, but his 
influence on the agricultural side was to show that if the “‘ minimum 
factor ”’ in the soil was rationally increased, the increase of returns 
would be proportional to the increase of the ‘‘ minimum factor.” 
The reaction of this view on the economic side is seen in Koenen 
and Esslen. The researches of Mitscherlich have given an agri- 
cultural foundation for the Law of Diminishing Returns by - 
showing in what measure the agricultural produce is dependent on 
the “ minimum factor.”’ Subsequent sections are devoted to a 
careful consideration of the application of the law to industry 
(where the effect is less, because production in industry is less 
confined, and it is thus more easily possible to effect new com- 
binations); to labour (questions of fatigue and reaction of good 
wages on output), and to the use made of capital. De opkomst van 
de platte-landsnijverheid in Nederland in de 1\7e en 18e eeuw. Z. W. 
SNELLER. An Kishceical sketch of the development of the wool, 
linen and cotton industry in the seventeenth and eighteenth 
centuries in Overijsel and North Brabant, with special reference 
to the towns of Almelo and Enschede in the former province and 
Tilburg, Eindhoven and Helmond in the latter. . ‘ 

NovEMBER, 1928. Institutionalisme. F. De Vries. A study of 
recent tendencies in American economic literature, primarily as 
illustrated by Veblen and W. C. Mitchell, and as summarised in 
Mitchell’s dictum that “the behaviouristic view-point will make 
economic theory more and more a study of economic institutions.” 
The essential features of the doctrine of these writers are sum- 
marised in so far as it is critical of orthodox theory, and the 
writer goes on to discuss the nature of economic theory and its 
relation to fact; it is “‘ an indispensable aid in the explanation of 
what actually takes place.” Ricardo, as an example, always 
begins with questions of the day. The conclusion is that “a 
doctrine of economic institutions can never take the place of 
economic theory,” and that investigation of fact without the 
guiding thread of theory is unfruitful. The idea of economics as 

_ laying stress upon welfare rather than wealth (Mitchell) and the 
relation of psychology to economics are also considered. De 
roulering in het werklozenleger. J. TINBERGEN. A discussion of 
the question of “ circulation ” among the unemployed. Statistics 
of unemployment give no information as to the duration of 
unemployment among the unemployed, or of the frequency of 
changes in the body of the unemployed. The statistical problem 
is approached and discussed mathematically. 

DECEMBER, 1928. Expansie en kapitalbehoefte. B. H. DE Jonau. 
When fixed and circulating capital are brought together in a 
special way, their power of production may be increased without 
Fs i of further capital being necessary to bring this 
about. The article resolves itself into a mathematical discussion of 
a problem in replacement of capital. A fleet of ten vessels (each 
of 1,000 tons) is built at a cost of 125 fl. a ton; the vessels are 
scrapped at the end of twenty years. The capital value of the 
fleet may then range from 1} million fl. (when new) down to nothing 
immediately before being scrapped (assuming, for convenience, 
that the value of the scrapped iron is nil). Assuming that there 
is a depreciation fund attached to each vessel to allow its replace- 
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ment after twenty years, and that out of this fund vessels are 
added as soon as the amount in the depreciation fund equals the 
cost of a vessel, new ships will be added after 20/10, 21/11, 20/12, 
20/13 years. The problem discussed is the configuration and 
capacity of the fleet in successive periods of og oe. Een 
economische geschiedenis van Nederland. Z. . SNELLER. 
Miscellaneous observations on certain aspects of Dutch economic 
history, occasioned by, and partly in criticism of, a recent German 
publication, Baasch’s Holldndische wirthschaftsgeschichte. Enkele 
opmerkingen over de waarde van cijfers naar den eisch der statistische 
methode. R. Cuazys. An article in criticism of the statistical 
material and methods used by Mr. Van der Poel in his contribu- 
tions to the July-August and September numbers, particularly in 
his comparison of the amount paid by representatives of different 
income groups in direct and indirect taxes. Mr. Van der Poel 
replies in a lengthy note. 


Review of Polish Law and Economics. 


Vol. I. No. 1. The Organisation of the Export Trade in Agricultural 
Produce in Poland. C.8.Drwry. Double Taxation of Income in 
Poland. R. Lanarop. Die Golddevisenwihrung. K. W. 
KUMANIECKI. 

Vol. I. No. 2. The Polish Laws on Unfair Competition, and on Limited 
J. Namirkiewicz. Labour Jurisdiction in Poland. G. 

IMON. 


International Labour Review. 


OcToBER-NOVEMBER, 1928. Employers’ Organisation in Italy. G. 
OutvetTti. Financing of House-building in Countries with Rent- 
restriction Legislation. K. Pripram. The Agricultural Workers’ 
Federation of Palestine. W. Preuss. The Progress of Organisa- 
— among Intellectual Workers. The Finding of Employment for 

rtistes. 

DECEMBER, 1928. Economic Questions and the International Labour 
Organisation. G. Curcin. The Ratification of International 
Labour Conventions. R.Trttsmx. Some Problems of Statistics of 
Accidents. J. W. Nixon. Agricultural Wages and Labour 
Conditions in the Netherlands. 


NEW BOOKS 


British. 
AnstEy (V.). The Trade of the Indian Ocean. Longmans. 8’. 
Pp. 251. 8s. 6d. 
(H. The 1750-1850 : an intro- 
uctory essay. ngmans, Green. 632”. . 90. 2s. (cloth). 
(W.E.A. Outlines.) 
Bripges (A.) and Drxry (R. N.). Sugar Beet in France, Belgium, 
—— and Germany. Oxford: Clarendon Press. 8}”. Pp. 119. 
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Dron (R. W.). The Economics of Coal-mining. Edward Arnold. 
84”. Pp. 168. 10s. 6d. 

Franke (8. H.). The Railway Policy of South Africa: an 
analysis of the effects of railway rates, finance and management on the 
economic development of the Union. Johannesburg: Hortors, Ltd. 
(London: P.S. King). 9”. Pp. 367. 

Girrorp (J. L. K.). Economic Statistics for Australian Arbitration 
Courts. Melbourne University Press (London: Macmillan). 9}". 
Pp. 110. 5s. 

Hook (A.). The Human Factor. King. 8”. Pp. 211. 8s. 6d. 

Jones (A. C.). Trade Unionism To-day. Longmans, Green. 
62”. Pp. 90. 2s. (cloth). (W.E.A. Outlines.) 

Krrxatpy (A. W.). The Romance of Trade. Kegan Paul. 7}”. 
Pp. 246. 6s. 

Marx (K.). Capital: a critique of political economy. The process 
of capitalistic production. Translated from the fourth German 
edition by E.andC. Pauu. Allenand Unwin. 8”. Pp.927. 12s. 6d. 

Rosertson (D. H.). Money. New edition, revised. Nisbet & 
Co. 74”. Pp. 182. 5s. 

Spatpine (W. F.). Foreign Exchange and Foreign Bills in Theory 
and Practice. Seventh edition. Pitman. 83”. Pp. 305. 7s. 6d. 

Stamp (J. C.). Some Economic Factors in Modern Life. King. 
8”. Pp. 279. 10s. 6d. 

TAyLER (J. B.). Farm and Factory in China. London: Student 
Christian Movement. Pp. 106. 5”. 

VENKATARANGAIYA (M.). The Beginnings of Local Taxation in 
the Madras Presidency: a study in Indian financial policy, 1863-71. 
Calcutta and London: Longmans, Green. 7}”. Pp. 109. 5s. 

The Collected Papers of Paul Vinogradoff. With a memoir by the 
Rt. Hon. H. A. L. Fisoer. Vol.I. Historical. Vol. II. Jurisprudence. 
Oxford: Clarendon Press. 2 vols. 42s. 


American. 


Bearp (M.R.). The American Labor Movement : a short history. 
New York and London: Macmillan. 74”. Pp. 206. 6s. 

kner (H.U.). Economic History of the United States. New 
York and London: Macmillan. 7}”. Pp. 301. 6s. 

Hamitton (W.). and May (S.) The Control of Wages. New 
York and London: Macmillan. 7}”. Pp. 185. 6s. 

Henry (A.). Women and the Labor Movement. New York and 
London. Macmillan. 734”. Pp. 241. 6s. 

Knicut (M. M.), Barnes (H. E.), and Fiucet (F.). Economic 
History of Europe. Part II. Modern Times. London: Allen and 
Unwin. Pp. 550. 8”. 15s. 

Kuczynsk1 (R. R.). The Balance of Births and Deaths. Vol. I. 
Western and Northern Europe. New York: Macmillan. 74”. Pp. 
140. $2. 
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Letanp (S. E.). The Classified Property Tax in the United States. 
Boston and New York: Houghton Mifflin Co. 8”. Pp. 492. $3.50. 

Lockirn (D. P.). Railroad Regulation since 1920. Chicago and 
London: A. W. Shaw & Co. 8". Pp. 211. 

National Industrial Conference Board, Inc. The Shifting and 
Effects of the Federal Corporation Income Tax. Vol. I. Manufactur- 
ing and Mercantile Corporations. New York: The N.I.C. Board. 9”. 

p. 251. 

RopkeEy (R. G.). The Banking Process. New York and London : 
Macmillan. 84”. Pp. 354. 10s. 6d. 

Saposs (D. J. and B. T.). Readings in Trade Unionism. Labor 
Organisation. Principles and Problems as discussed by Trade Unionists 
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